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Advice to 
Investors 

Purchase your securities through 
responsible dealers who have 


proper facilities for investigations 
and a reputation to maintain for 
reliable advice. 

K. N. & K. are always posted on 
general market conditions, and 
their views are at the disposal of 
investors through their monthly re- 
view of 


“The Investment Situation.” 
Write for Pamphlet K-1. 


Knauth-Nachod & Kuhne 


Members of New York Stock Exchange 
Equitable Building 
NEW YORK CITY 
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ODD LOTS 


The service we give to 
Odd Lot customers is the 
same as that extended to 
purchasers of 100 shares 
or more. 


The advantages of trading 
in Odd Lots are explained 
in our booklet T-37 “Odd 
Lot Buying.” 


Partsborne & Poiaks 


Members N. Y¥. Stock Exchange 
7 WALL STREET TEL. 4590 RECTOR 
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3 Tests for 
Successful 
Investing 











Safety — assured payment of 
principal and interest. 
Marketability —investments 
which can be readily sold. 

Satisfactory Yield — invest- 
ments which yield as high 
return as is consistent with 
safety. 


Manicipal Bonds 
Yielding 412% to 6% 


fulfil these rigid requirements and are free 
from the Federal Income Tax. Send for 
monthly list and booklet SW-7. “Bonds 
As Safe As Our Cities.” 


William 2. Compton © 


Government and Municipal Bonds 
“Over a Quarter Century in This Business 
NEW YORK ST. LOUIS 


14 Wall Street 408 Olive Street 
CHICAGO CINCINNATI 
105 So. La Salle St. 305 Union Trust Bldg. 
PITTSBURGH: Farmers Bank Building 
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For 37 Years 


the Metropolitan Trust Company 
has been conducting a high-grade 
banking and trust company busi- 
ness in the very heart of America’s 
financial district. Its present of- 
fices at 60 Wall Street are equip- 
ped with every modern facility for 
handling banking matters with the 
greatest accuracy and _ dispatch. 
We offer a special service com- 
plete in every detail to correspon- 
dent banks. A handsome descrip- 
tive booklet showing views in our 
banking offices will be sent upon 
request. Write for it today. 


Capital, $2,000,000 Surplus, $4,000,000 


Metropolitan 
Trust Company 


OF THE CITY OF NEW YORK 
60 Wall St. 716 Fifth Ave. 
Member Federal Reserve System. 
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THE OUTLOOK 


Change in the War Tax Prospect—The Teuton Defeat—Outlook for 
Less Essential Industries—Bonds, Rails and Public 
Utilities—Coppers—Industrials 


HILE the level of prices has not shown much change during the past fortnight, 
there have been new developments of considerable importance in the underlying 
factors which must make prices in the long run. For,a month the extreme 
range in the average price of fifty leading stocks has been only a little over two 

points, and the market as a whole has seesawed back and forth in a somewhat aimless 

manner, chiefly influenced by the day to day news from the front. It is naturally to be 
expected that prices will break out of this range before long, and the direction in which 
they move will depend upon the relative weight of accumulating factors on the two sides. 

















War Taxes Again 


HE report of the Ways and Means Committee of the House of Representatives 
was a surprise to well-informed investors. It had been almost universally 
expected that the House would favor very high excess profits taxes, on a plan 
similar to that of England, where the tax is 80% on the excess above pre-war 





earnings. 

But the Committee finally reported in favor of the following program: 

Entire exemption from war profits taxation of earnings to the amount of $2,000 
plus 10% of invested capital. 

An excess profits tax of 30% upcn net income above this exemption and not in excess 
of 20% earned. 

A tax of 50% upon net income above 20% earned and not in excess of 25%. 

A tax of 80% on net income in excess of 25% earned. 

The estimated yield of this taxation is $1,690,000,000, which compares with an 
estimate of $2,400,000,000 if the tax had been 80% on the entire excess above the 
10% exemption clause. But this does not represent the full scope of the relief to 
companies paying the tax. A brief calculation wiil demenstrate that a company earning 
25% on its capital would pay a total excess profits tax of only 514% on its capital, thus 
reducing its earnings to 19!4.%. A company earning 40% would pay. 17!4.%, leaving 
224% earned. 

n other words, the companies which are making the big war earnings would be 
allowed to retain an amount equal to about 20% upwards on their invested capital. 
This would mean in many cases considerably over 20% on their common stock, for a part 
of “invested capital” is commonly represented by bonds and preferred stock; and interest 
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on the bonds is usually 5 or 6% and dividends on the preferred perhaps 7%. Therefore 
the earnings left over for the common stock would he higher than the average of 20% 
on all invested capital, and would be sufficient in nearly all cases to enable the companies 
to maintain their present dividend rates. 

This proposed basis of taxation may of course be changed before the law is passed, 
(in fact, a separate war profits tax, as distinguished from excess profits, is already under 
discussion), but the Senate is already on record as favoring a liberal attitude toward the 
companies in this matter. Hence it seems comparatively safe to assume that the outcome 
will be war profits taxes considerably less drastic than had been anticipated. 


The Turn of the Tide 


NOTHER important factor has been the somewhat unexpected turn of the tide 
on the Western front. We have all been confident that this turn would come 
eventually but few anticipated that the vaunted fourth offensive of the Teutons 
= §=§would be not only checked but reversed and turned into a genuine defeat, with 

the recovery of a great deal of territory by the Allies. 

The first great offensive, beginning March 21, resulted in big gains for the German 
forces. The second: brought smaller gains, but still large enough to be disquieting. The 
third was checked with only trifling loss of territory to the Allies. The fourth has been 
turned into an Allied victory of considerable significance. 

The inference is unavoidable that the Teutons have at last shot their bolt, and the 
weight of troops transferred from the Russian front has been met and overtopped by the 
flow of American forces into France. 

It is not probable that this means an early end of the war. The German forces 
have retired in good order, fighting desperately and saving most of their guns and supplies. 

But security markets usually record the lowest prices at the time of greatest danger 
or discouragement, and it seems clear that that time ie now passed. We have still to meet 
a very heavy drain upon our resources, but we can now look ahead to the end, even 
though we may not be able to estimate with any accuracy when the end will come. 





Less Essential Industries 


HE prospect for thie stocks of the lees essential industries is necessarily somewhat 
different from that in the industries which contribute more directly to the war. 
So far the Government has been steadily cutting down the supply of both labor 
and materials to companies making these less essential products. In many cases 
these companies have been able to turn their capacity into war work and so have suffered 
but little. The automobile companies are a notable example. But that, of course, is 
not true in all cases. 
question as affecting the stocks of less essential industries is how far the Gov- 
ernment will find it necessary or desirable to carry this program. For about a year and 
a quarter we have been steadily turning our work and materials into war channels. The 
time must come when we have completed our shift from a peace basis to a war basis, and 
when the less essential industries will haye feund their proper place in the new arrange- 
ment. We are inclined to hazard the opinion that this will have happened by the end of 
1918, and that industries of this class will not thereafter be subject to further serious 
inroads upon their legitimate activities. 





Bonds, Rails and Public Utilities 


HERE is logic in grouping these classes of securities together for all of them now 
belong strictly in the investment class, as distinguished from securities where 
wider prices changes are probable. 

It is highly significant that the bond market should have been able te 
hold ite own for so long in the face of big issues of Government bonds, the constant 
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demands of war financing for private corporations, growing war taxation, and constantly 
rising estimates for future loans and war expenses. It is evident that prices must be 
resting on a solid foundation of values or they could not have resisted so many factors 
which are ordinarily accounted as bearish on bonds. We do not look for any immediate 
advance of importance in the general level of bond prices, but we believe that investments 
in good bonds at this level will prove entirely satisfactory and that the present high yields 
are likely to gradually become lower as the end of war comes more clearly into sight. 

As to the rails, we now know within approximate limits just what their income will 
be until 21 months after the end of the war. It is probable that the pulling and hauling 
over the contracts for Government operation is now near an end. There is a considerable 
public demand that the President and Secretary McAdoo shall review the work already 
done in this direction by subordinates and make sure that the intention of the President 
and Congress is faithfully carried out, without any petty effort to drive a sharp bargain, 
and we consider it likely that this will be the outcome. If so, the prices of the reorganized 
rails and of a few others where the Government's “fixed return’’ will be but little above 
dividend requirements, should improve somewhat. But the prices of most of the standard 
rails will naturally vary but little because the clement of speculation has been almost 
removed from them. 

The public utility situation is exceedingly interesting at the present juncture. Here- 
tofore we have been inclined to feel that there would be plenty of time to buy public 
utility securities after the rainbow of higher rates began to appear more clearly on the 
horizon. That bow now appears to be perceptibly brightening. In a large number of 
cities, some of the first rank—as St. Louis—6 cent fares have been granted to street rail- 
way companies, and in some cases 7 cents have been allowed. There can be no question 
of the justice of these increases, in view of the great rise in cost of materials and in wages, 
and the public, accustomed to paying nearly double for everything it buys, is becoming 
more and more reconciled to higher fares. 

We believe that, as with the war, the ebb of the tide has about been reached for 
the public utilities. Prices of their securities are low. Without having the temerity to 
attempt to say whether the lowest has been seen, we believe the public utility situation 
will gradually work out more favorably for the companies, and that investors need not 
be afraid to purchase. well selected securities of this class. 


Coppers 


HE coppers bear the distinction of being the only general class of industrials which 
have been granted an increase in the Government fixed price for their product. 
They have another advantage in that they have the right to charge off something 
from their earnings to cover exhaustion of ore supplies, thus reducing their 

prospective war taxes. The change in the war profits tax outlook has the same bearing 

upon them as upon the industrials, and of course the demand for copper must continue 
large so long as the war lasts, and apparently for a time at least after it is over. 





Industrials 


HE bearing of the probable tax outlook upon the industrials has already been 
outlined. At a time when taxation is such a leading element in the problem 
of values, this change necessarily has great significance, and taken in con- 
nection with the brighter war outlook, we believe somewhat higher prices are 





likely to be the outcome. 

The steel stocks should benefit especially from the change. Their earnings are so 
liberal and the prospect for capacity business is so apparently secure, that they are 
legitimately entitled to sell at good prices unless those earnings are to be mostly taxed away 
from them. As explained above, it now appears that this will not be done, and prices 
should respond to the new conditions. 


July 30, 1918. 














Our Point of View 


Ou Vital Factors in Finance and Business 


C LOSER and closer Govern- 

ment supervision is the 
order of the day. The latest 
evidence of this-in Wall Street 
is the order of the Federal 
Reserve Bank requiring all banks to furnish it 
with a daily list of their loan transactions. 
This was done before during the Liberty Loan 
campaign, but after that was over reports were 
made weekly only. 

The immediate result of this change was a 
lower rate for call money—or at least, the 
lower rate came at the same time. 

There can be no question as to the propriety 
of this close supervision of loans, for the banks 
are in a position to hypothecate their U. S. 
Treasury certificates at 4 per cent and to use 
the credit thus realized for the purpose of loan- 
ing in the call loan market. If the call loan 


Control of 
Bank 
Loans 


rate is higher than 4 per cent, the banks will 
of course make a profit by the transaction. 
The Treasury has a very direct interest in 
these loans, since it is indirectly furnishing 
the money for them. 


. * 
T HERE is nothing unethical 

about the above transac- 
tion by the banks. On the con- 
trary it is in many cases neces- 
sary for the hanks to do ex- 
actly what they have been doing and there is 
no indication that the Federal Reserve Board 
desires to raise any objection to it. It would 
weaken the whole situation if liquidation 
should be forced in the stock market because 
of inability to borrow reasonable amounts of 
money, and rediscounting securities with the 
Federal Bank is the logical and at times the 
only way to get money for the purpose. 

The security markets are a necessary part 
of our business machinery and it is just as 
essential to provide them with the money re- 
quired in their work as it is to arrange loans 
for other essential lines of business. It would 
be unwise to permit any lofty structure of 
haphazard -speculation to be built up on the 
basis of loans which are indirectly provided 
by the Federal Banks, themselves a part of 
the machinery of the U. S. Treasury. But 
that situation does not exist. On the contrary, 
there has been little if any increase in loans 
on stock market collateral since the period 
of heavy liquidation which occurred last fall. 

* * 


Government 
and Stock 
Market 


T HE Government has taken 

over the operation of the 
telegraph wires because of the 
companies’ disputes with their 
employees, which would in any 
event require Government interferenee for ad- 
justment, and because of the importance of un- 
interrupted telegraphic communication during 
the war. 

This step may have been necessary. At any 
rate it is impossible for those not fully con- 
versant with the inside facts to say that it was 
not necessary. 


Control 
of the 
Wires 
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It is, however, hard to see why the tele- 
phone wires should have been taken over at 
the same time. There have been no indica- 
tions that the telephone companies were un- 
able to handle the situation, and there has been 
no notable falling off in their efficiency in 
serving their patrons. 

Because the Government is forced to take 
over a great deal of private business in order 
to prosecute the war to the best advantage, 
there is all the more reason why it should 
avoid burdening itself with anything that pri- 
vate management can continue to control 
satisfactorily. 

* * 

IN all the search for some- 

thing to tax in order to 
produce sufficient war revenue, 
it is curious that no one thinks 
of land. We have a great deal 
of land is this country, a large part of it very 
valuable, and a smaller part of it produces ‘a 
good income either from rentals or from farm 
production. Moreover, land is an easy thing 
to tax. It can’t be concealed, its value can be 
easily estimated, and it is impossible to evade 
taxes based on it. 

It would be especially desirable to tax land 
which is being held idle, such as city lots or 
farm land carried as a speculation. With the 
whole world crying for more food, an in- 
creased tax on land deliberately kept idle 
would certainly be a justifiable way of raising 
money. And even the owner of land which is 
wholly or partly in use could hardly complain 
if he were asked to bear his share of the gen- 
eral burden. 


Why Not 
Tax Land? 


* * * 
TANDARDIZATION of 
wages, as planned by the 
War Labor Policies Board, 
follows logically enough on 
standardization of prices. It 
the cost of living, the cost of materials, and 
the prices of manufactured products can be 
held down by fixation, then it is entirely rea- 
sonable that the wage of labor should also be 
fixed at a corresponding level. 

This is an ambitious program. So far as 
we are aware, nothing like it has ever before 
been done in the entire history of the world 
That must not be accepted as proof that it 
cannot be done, but it does indicate the great 
difficulties which will have to be met and 
overcome. 

The principal trouble lies in the impossibility 
of controlling the individual laborer. All 
wages could conceivably be fixed by the 
Government. But how can the Government 
compel workmen to work for those wages: 
The average worker is very jealous of his di- 
vine right to quit. 

Yet patriotism, and if not that then the 
ostracism which immediately falls on the un- 
patriotic, is a powerful motive. Things can 
be done now which never could be done in 
time of peace. 


Can Wages 
Be Fixed? 











Our Business and Financial Prospects 


Views of Leaders in Various Lines of Industry—Bull Argu- 
ment in Excess Profits Tax Proposals—Outlook for 
Course of Security Prices 





By ARTHUR CONANT 





effort to ascertain how the 

leaders in finance and industrial 

fields privately regard the eco- 

nomic situation and the prospects 
for security prices, THE MAGAZINE OF 
WaLL STREET made inquiry among those 
best in a position to possess worth-while 
opinions on those subjects. The result was 
to confirm the opinion that the public as a 
whole is regarding the present situation too 
much in the light of past performances 
rather than in view of the recent and ex- 
traordinary developments affecting corpora- 
tions and their securities. 

The public, for instance, while .it has 
well digested the matter of railroad control 
by the Government, has not come to a full 
realization of the situation in the automo- 
bile industry, which is between 50 and 60 
per cent. devoted to Governmental require- 
ments, or the copper industry of whose out- 
put the Government is now taking between 
80 and 90 per cent., or the steel industry 
which is nearly 95 per cent. devoted to 
Government requirements. All these in- 
dustries as well as those for which the price 
of raw materials or finished materials is 
regulated by Washington, are virtually un- 
der Government control and one of the ef- 
fects of such control is to limit their sphere 
of speculative activity. 

The taking over of the telegraph and 
telephone companies adds another very im- 
portant group to the list of securities which 
may be expected to show more or less cir- 
cumscribed market action from now on. 

The average price of twenty-five repre- 
sentative railroad stocks, for instance, for 
the last seven months has not shown a fluc- 
tuation of more than five points up from the 
low or down from the high during that 
time. (See graph.) 


Absence of Pessimism 


N an 


_ Among those who talked to this publica- 
tion’s representatives there was a conspic- 
uous absence of anything resembling 


pessimism. Steel manufacturer, copper 
producer, banker, broker, capitalist, etc., 
etc., each and every one expressed the opin- 
ion that the country as a whole is on the 
soundest of bases and well prepared to 
withstand every demand which the war, no 
matter how prolonged, may make upon our 
resources. 

On the other hand they were equally 
united in the opinion that the present is not 
the time for runaway markets or undue en- 
thusiasm as expressed in security prices. 

There are two great war factors which at 
the present time are undetermined and 
which, until they have been determined, 
must necessarily exercise a restraining effect 
upon the security market. The first of these 
is the war situation in Europe and the sec- 
ond is that of the forthcoming corporation 
and individual taxation. 

For the moment General Foch is the 
master of Wall Street with General Taxa- 
tion as his chief marshal. 

Speaking of the outlook for securities, 
the head of a great national bank and a 
man who has made a profound study of 
security and commodity price movements, 
said to THE MAGAZINE OF WALL STREET: 

“Regarding securities from the viewpoint 
of a buyer I am inclined to look for a de- 
cline from their present levels. The ex- 
pectations that last year’s very large profits 
by the industrial companies will again be 
repeated this year, will, in my judgment, 
not be realized. The sagging tendencies in 
the cotton and wool market are perhaps a 
reflection of this situation. Issue of $750,- 
000,000 in Treasury notes every two weeks, 
in addition to Government taxation require- 
ments, will continue to keep the money 
market stringent, and even if there were 
sufficient funds for broad speculative activ- 
ities—which ‘there are not—I think such 
activities would be frowned upon by Wash- 
ington. It will be recalled that the Govern- 
ment steadied the money market and pre- 
vented sharp declines in securities through 
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a banking ‘money pool’ and is therefore in 
a position te take effect to check unwar- 
ranted stimulation of prices.” 

Copper Man Talks 

Speaking of the situation in the copper 
trade the head of one of the largest copper 
producing companies in the country said to 
our representative : 

“There is no question but that the copper 
companies will make good money this year, 
hut nothing like that of last year The re- 
cent advance in the price of copper metal 
which was granted by the Government, 
helps, of course, but not the copper interests 
to the extent imagined. The ones which it 
will chiefly benefit are the smelting and re- 
fining companies. Some of those companies 
have been losing money during the current 
year. I know of one large organization 
which has a contract with a large copper 
producer for the ‘life of the mine,’ on which 
it is now losing $10 on every ton it treats. 
The better metal price was allowed on the 
understanding that better terms should be 
made with the smelters. 








HIGH & LOW AVERAGE PRICES OF 25 RAILS 
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The above graph which shows the extreme 
fluctuations. of the average price of 25 leading 
rails for the last seven months, shows how 
governmental control has stabilized the market 
action of this class of securities. 


“It might seem that the copper people are 
in a position to demand their pound of flesh 
from the smelting companies. But when 
one stops to realize that it is against human 
nature to operate a property at a loss for 
any length of time and. that all contracts 
contain strike clauses and that the easiest 
thing in the world would be to precipitate 


a strike by cutting wages, it becomes ap- 
parent that besides being the only fair way, 
the only feasible way is to revise existing 
contracts with smelters which are unprofit- 
able to the latter.” 

Among the steel people there was di- 
vergence of opinion. Some believed that 
even if 80 per cent. extess proffts afe levied 
that the remaining 20 per cent. plus normal 
earnings will be sufficient to enable all the 
important companies to maintain their 
present dividend rates. Others raised the 
question as to whether cash requirements 
for taxes and appropriations for new con 
struction—as in the case of the Steel Cor- 
poration, which this year is expending 
$140,000,000 for war construction—might 
not deplete working capital and jeopardiz 
the dividends of those companies which ar 
now on a high basis. Speaking of the stec] 
outlook a high official of a very large steel 
company said: 

“As far as I can sce ahead it appears 
that the prospects are for good earnings for 
the steel companies as long as the war lasts. 
Whether such earnings will enable the Steel 
Corporation, for. instance, to eontinue its 
present 17 per cent. common dividend rate, 
I do not care to hazard an opinion. A 
matters stand now the Government is the 
steel industry, and I haven’t the slightest 
doubt but that the Government will handle 
matters in a way which will allow the Steel 
stockholders a fair return on their invest 
ments and one as satisfactory as there is 
reason to expect under present circum 
stances.” 

The automobile industry ‘s at sixes and 
sevens. With the Government utilizing 
iarge percentage of autcmobile plants for 
munition purposes, with prospects for fur 
ther curtailment of normal operations, with 
rumors of an almost prohibitive tax on 
gasoline in the wind and with the not re 
mote possibility that eventually the non 
essential use of automobiles may be circum- 
scribed, if not entirely cut off, it is small 
wonder that the automobile people do not 
know “where they are at.” 

“We can see our way ahead for about 
two months,” said the representative of an 
automobile manufacturing company wise 
name is a household word in this country, 
“and after that no one knows what next. 
The automobile industry has been perhaps 
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as hard hit as any and has acquiesced 1s 
cheerfully as any to the needs of the nation. 
We have no fear as far as being able to 
make fair profits on our Governmen: work 
and for the rest we must regard the disrup- 
tion ¢f our normal business with as much 
philosophy as it requires.” 

Among the brokerage houses there exists 
a feeling that we have settled into a “trad- 
ing market” which will continue perhaps 
for several months or at least until some 
important development takes place which 
will upset the equilibrium between demand 
and supply. 

“With the exception of one or two houses 
there are no quantities of stocks on the 
books,” said the head of one large firm. 
The public refuses to come in on an ad- 
vance, and encouraged by this the profes- 
sionals raid the market only to encounter 
firm buying on the decline. There can be 
no question but that there are bargains in 
the market today which we may ncver see 
again after the war. It seems to me that 
it-is simply a question of a greater demand 
for capital than the supply. Investors are 
not afraid of stocks and recognize that many 
of them are exceedingly cheap. They sim- 
ply haven’t sufficient free funds to make 
the commitments they would like to make.” 

Then listen to the wail of a trader: 

“It’s simply impossible to make money 
in a market like this,” he said, disgustedly. 
“By the time you see a move and make 
up your mind to get in, the move is over. 
The same thing is true of the short side. 
It’s a trading market, but moving in such 
narrow limits that you can’t make a cent 
and are lucky if you don’t lose money.” 

Bull Market Unlikely 

Summing up the results of our study of 
the situation it appears that the peak of the 
war profits era has been passed and that 
earnings are now on the downward trend. 
The early reports of the first two quarters 
of the present year confirm this opinion. 


Larger reserves for taxation purposes is 
doubtless responsible in a large degree for 
the downward trend, but higher labor and 
materials costs are also very important con- 
tributing factors. As long as industrials 
could keep ahead of increasing costs 
through price advances all was smooth sail- 
ing, but under price limitations and com- 
plete or partial Government control the 
situation has changed. Satisfactory earn- 
ings for well equipped and well run com- 
panies seem assured, but that they will be 
considerably less than previously reported, 
record earnings seems a foregone conclusion. 

With a Government monopoly of the 
money market, a forthcoming six billion 
dollar Liberty Loan and greatly increased 
individual and corporate taxes approaching, 
it appears that there will be little idle money 
to finance a bull movement. 

On the other hand the excess profits tax 
proposals of the Ways and Means Commit- 
tee, which were much more moderate than 
expected, has imparted a distinctly cheerful 
aspect to the market situation. As the 
result of the favorable announcement from 
Washington some very good buying ap- 
peared, particularly in the steel issues. A 
great many companies have set aside re- 
serves to meet the maximum of the expected 
high excess profits taxes and it was felt that 
even if the final excess profits enactment 
should be considerably more drastic than 
as outlined by the Ways and Means Com- 
mittee, there would still be a margin left 
sufficient to cover present dividend require- 
ments. 

The scarcity of stock which the buying 
movement in the steels developed, augurs 
well for the immediate future of those 
issues. Many of the keenest market ob- 
servers regard the modified excess profits 
taxation proposals as a strong bull argu- 
ment for not only the steel stocks but for 
the equipment issues and some of the “spe- 
cialties.” 











A New Financial Word Coined 


For a long time there has been a demand for a word which fully describes those persons 
who buy outright, with or without an eye to income, but whose principal consideration is the 
possibilities for profit. Although these persons like to consider themselves investors, they are 
not, because an out-and-out investor is one who buys solely for the purpose of deriving an 
income from his capital. We believe that the word 


SPECVESTOR 
which the “Magazine of Wall Street” hereby coins, is the best means of filling the demand for 


such an expression. 
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Checkmating the Stock Swindler 


Proposal Aimed to Protect the Investor Against His Own 
Carelessness— An Application of the Prospectus Method 
for Promotion and Capital Increase 


By ROBERT 





66 HE Capital Issues Committee at 
‘T Washington is planning a more 
vigorous and far-reaching cam- 
paign against wildcat  enter- 
prises than any that has yet been under- 
taken. These wildcat enterprises, compris- 
ing all the alluring pretexts from automo- 
biles to gold mines, are sheer swindles. The 
mines into which thousands of investors 
are induced to put their savings by glitter- 
ing promises of large returns are not even 
holes in the ground. They exist for the 
most part only on paper. The automobile 
factories into which millions of hard- 
earned dollars are poured in many in- 
stances have not reached the blueprint 
stage, and nobody ever intended to build 
them...... The government is wisely be- 
stirring itself to put a stop to the lucrative 
frauds that flourish under the guise of 
legitimate investment”’—from The New 
York Mail of July 25, 1918. 

But this is not all. There should be 
better regulations to protect the investor un- 
educated in investment matters from risking 
his funds in enterprises which are legitimate 
in character but about which the prospective 
investor knows nothing. To determine what 
is and what is not a swindle is a difficult 
matter in many cases and the burden of 
proof should be made to rest on the pro- 
motors. Legal supervision of a permanent 
nature—not sporadic as this drive may be 
but permanent, similar to the methods used 
by the New York Stock Exchange to wipe 
out bucket shops—could be based on plans 
now in use in England. In this country 
the ability of the promotor to write good 
selling literature without regard to facts, 
convinces many a man or woman who has 
no business to supply the capital asked for. 
If the prospectus contained plain and un- 
adulterated facts—with no omissions— we 
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might not feel so sorry for the “shorn 
lamb.” Much can be accomplished with the 
“prospectus method.” 

Daniel C. Roper in his interesting book 
on the United States Post Office states that 
the following amounts were filched from 
known victims of mail order frauds of this 
nature: 

1911. .$77,000,000 
1912.. 52,000,000 1915.. 35,500,000 
1913.. 42,000,000 1916.. 18,400,000 

These amounts are very small compared 
with losses of investors in legitimate com- 
panies whose business did not prove suc- 
cessful. Taking into account the actual— 
not paper losses—the amount should easily 
run into $200,000,000 each year. This is 
not all economic loss because the actual 
money went to someone else for some pur- 
pose and finds its way back into circulation, 
but without doubt the present haphazard 
system of underwriting has hit the man and 
woman who can least afford to take such 
a loss. 

This can be 
remedied. 

Let us examine the prevailing modus 
operandi of the promotor who honestly be- 
lieves that he has a real proposition. The 
mining and oil illustration is too easy. For 
the purpose of an example suppose a man 
has invented a machine to save 50% of 
the wear and tear on automobile engines. 


What happens? 
The Beginnings 


The inventor discovers a “business man” 
who claims to be able to form the company 
and market the goods. A company is formed 
under the laws of some state and the capital 
is $100,000. The inventor receives all the 
stock in consideration for his patent rights 
and then turns back $50,000 of this stock 


1914. . $68,000,000 


unfortunate situation 
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to the “business man” who is to use it for 
the purpose of getting sufficient money to 
begin the business. 

We will take it for granted that the in- 
vention has been tested and fulfills all that 
is expected of it. We will also take it for 
vranted that the patents are good and that 
they do not infringe on some other in- 
vention. 

Mr. “Business Man” has two methods 
open to get money direct from the public. 
The first is to get up the prospectus and 
offer the stock himself. There are two fea- 
tures which work against this plan. One 
is that it is very costly in the initial stage 
and the other is that he is not a broker 
and has no business to attempt something 
with which he is unacquainted. 

The second possibility is the one which 
he adopts. It is te go to a third or fourth 
rate investment firm and tell his troubles. 
If the investment firm decides to help him 
it w'll consider his proposition on the basis 
of taking for itself 60 cents for every dollar 
received from the public. The selling 
literature of such a firm is of a “loud” 
nature. For example it will tell the pros- 
pect that there are ten million automobiles 
in this country; that even if only one per 
cent. buy the device the first year profits will 
amount to $3,000,000, because the profit for 
each device sold is $3. The prospect is 
also told just how (?) costs are figured. 

Taking it for granted that the $50,000 
par value of stock is sold for the full amount 
the “business man” will get $20,000 with 
which to commence his advertising, sales 
expenses and pay for the raw material and 
manufacture. How far will this small 
amount go to market the very best product 
to a million buyers? 

In addition the company is burdened 
with a capitalization for which there are 
no assets. Patents should be represented, 
by capital only when they have proved their 
marketability. 

The: result is that the money is soon 
expended. The costs were greater than 
“Business Man” figured on, the public had 
been offered so many good things and 
bona fide devices which did not work that 
they had to be educated to the worth of 
this device. Education of the public is 
the most expensive kind of advertising and 
the hardest kind of salesmanship. Con- 
sequently the men and women who bought 


the stock through the fourth class invest- 
ment firm find that it has no value and that 
they have another certificate for the strong 
box which is no good except to take up 
space. 

It may be that during the selling period 
on “the curb.” It would be possible to 
manipulate prices so that a general market 
could be created. But just as soon as the 
total issue is sold, the market fades away 
and the buyer has nothing to represent his 
investment. 


What Could Have Been Done 


Instead of selling what should be a sound 
proposition to the unsuspecting public who 
have no “come back” when this small 
amount of money is expended, the situation 
could have been entirely obviated and the 
public taken into the proposition on a profit- 
able basis. This basis would have been 
to have collected the entire $50,000 for 
capital use and proved the business in a 
small way for the first year or two. 

Every new company faces a crucial point 
in its career. No one should be deceived re- 


garding the position of the company. On 


one side of the line there is POSSIBLE 
FAILURE and on the other side of the line 
POSSIBLE SUCCESS. The prospective 
investor should be told just where the com- 
pany rests. When the facts are stated and 
there is no deception each investor knows 
whether or not he or she is able to take the 
chances involved. When the Failure Mark 
is passed it should be permissible to enlarge 
the capital and the sale price of the stock 
would be of greater advantage to the com- 
pany. 

The line of demarcation for the failure 
sign—to show that the sign has been passed 
and the company is in the zone of possible 
success—is the knowledge that the company 
has been in business for at least one or two 
years and although producing in a small 
way has been able to show a profit and 
forecast a greater profit. 


The Suggested Method 


In 1908 there was passed in England 
an act known as “Companies Consolidation 
Act.” The principles set forth in. this act 
are not to be applied as a whole in meet- 
ing the required reformation of our own 
system but they may be applied in rela- 
tion to the supervision of the prospectus. 

As soon as “Mr. Business Man” is sat- 
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isfied with the tests of the device and the 
validity of the patents, the Investment Firms 
should be ready to attempt to start his com- 
pany. The statute law should prevent an 
investment firm from taking more than 
10% of the promotion sales. This 10% 
should include the cost of prospectus and 
advertising. 

There should be in existence a Federal 
Committee like the Capital Issues Com- 
mittee now in Washington whose duty 
should be to pass upon the company, its 
purpose, its management and its Prospectus. 
The Prospectus is the feature which is to 
guard the investor. Every letter or sales- 
man soliciting funds and selling stock must 
present the Official Prospectus. 

The Official Prospectus 


The following items must be a part of 
this official prospectus. When these—and 
more if necessary—are passed upon by the 
Committee of Supervision, the Seal of Ap- 
proval of that committee is placed on each 
prospectus sent out. This committee does 
not pass upon the probable success or failure 
of the proposed company but upon the bona 
fide character of the company, its prospectus 
and its personnel. 

The prospectus must state among other 
things: 

1. The names, descriptions and ad- 
dresses of the incorporators, officers, 
directors and the extent of the paid holdings 
of each of these people. 

2. The number of shares offered with 
a full description of the legal features in 
connection with these shares, showing what 
rights the common shareholders have, what 
rights the preferred shareholders have and 
how much “say” each class will have in 
determining additional stock issues or plac- 
ing the company under indebtedness. 

3. The names and addresses and quali- 
fications of the vendors of any property 
purchased or acquired by the company or 
proposed to be acquired which is to be paid 
for or has been paid for by the stock or the 
proceeds from the sale of the stock. Also 
the prices paid for such property and who 
is responsible for the appraisal. 

4. The amount paid or payable for 
Goodwill. 

5. The amount paid or payable for 
patents, trade marks, etc. 

6. The amount or estimated amount of 


preliminary expenses of the enterprise. 

7. Where the company is incorporated, 
for what purpose and when it officially 
filed its prospectus and had it approved. 

8. The dates and parties to every ma- 
terial contract. 

9. The names and addresses of the 
auditors. 

10. Full particulars of the nature and 
extent of the interest of every director or 
officer in the promotion of the company. 

11. An agreement to return 100% of the 
purchase money should the entire allotment 
not be sold. 

12. A statement as to whether the com- 
pany is a going concern or a new venture 
If a new venture (a) Full description of 
intent of management to start the business. 
(b) Comparisons with a similar form of 
business not to be permitted. (c) Haphazard 
and too optimistic predictions to be pro- 
hibited. All such data to be passed on by 
the Supervising Committee. If a going 
concern. (a) A statement of earnings for 
at least two years previous or if only for 
one year, this must be emphasized. (b) If 
a consolidation of different firms of com- 
panies statements of prescribed form for 
each unit. 

13. Any condition asking the applicant 
for shares to waive compliance with any 
requirement, contract, document or item not 
specifically referred to in the prospectus is 
to be prohibited. 

14. The proof of any mis-statement of 
fact—or important omission—in the pros- 
pectus with intent to deceive or to obtain 
funds under false pretense is sufficient for 
the purchaser of the stock to receive through 
legal action all payments which he has 
made plus interest. His suit may be not 
only against the company but against the 
directors, officers and promoters. 

15. Every subscriber for stock must 
make acknowledgment at the time of pur- 
chase that he or she has read the official 
prospectus, understands it and makes such 
purchase at his or her risk, fully realizing 
the conditions relative to the company. 

16. Each prospectus must contain affi- 
davits from the directors and officers that 
they willingly hold their respective offices 
and are ready to assume all obligations 
attached thereto and will devote their best 
efforts for the success of the company. 























These suggestions are by nature only 
casual ones and are meant to serve as a 
basis for full and complete laws governing 
promotion conditions. It would appear to 
be to the best interests of the Investment 
Bankers Association to convene its stand- 
ing committee on Publicity and Domestic 
Relations and promulgate some such pro- 
tection both for themselves and for the 
public. The Prospectus Idea could easily 
serve as a basis. 


Enlarging the Business 


When the first amount of capital has 
proved to be sufficient to begin this profit- 
able investment and the company has a 
“reputation” it is much easier to go to the 
investment firms and seek additional 
capital through their efforts. 

The officers will explain to the firm that 
the company is a going concern, has made 
a profit working with a small amount of 
capital, has the good will of the automobile 
manufacturers, agents, and owners and in- 
tends to advertise and produce on a big 
scale. They will ask this investment firm 
to market an issue of stock—increasing the 
capital to a half million dollars or more. 

Smith & Jones, the investment firm, will 
send their expert accountants to go over the 
hooks, the officers of the company will write 
analyses of the past and tell their plans for 
the future, the corporation lawyer and the 
patent lawyer will review what exists and 
the Capital Issues Committee at Washing- 
ton will approve of the new prospectus, but 
of course will not certify to the investment 
value. 

Smith & Jones have a reputation of never 
offering anything of an investment nature to 
their clients unless they are satisfied that 
the proposition is a good one for their 
clients. Their commission will be based on 
a scale determined upon by the Investment 
Bankers Association just as the New York 
Stock Exchange determines a min'mum com- 
mission for its members. 

A syndicate is formed by Smith & Jones 
The other members are firms which are as 
high grade as Smith & Jones. Each firm 
has its own following and when these firms 
vork together in advertising and salesman- 
hip the work of distributing the stock is 
well under way toward success. These 
firms know the pulse of the investing public. 
hey know when it is time to offer the 
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stock and when it is time to withhold the 
offer. General business and financial con- 
ditions govern the situation. 

Each member of the syndicate assumes 
a proportionate liability. Smith & Jones 
may have subscribed to 15% of the issue 
and if they do not sell their 15% they must 
pay for and hold the balance themselves, In 
the first offering the investment firm did not 
underwrite the stock but simply marketed 
it to the public. In this case the company 
is of proven merit so that the company gets 
its money at once and the investment firms 
must either sell what they have taken or 
take over the stock themselves. A manager 
for the syndicate is appointed and he makes 
the rules which must be observed by all. 

After the selling campaign is outlined, 
the manager takes a percentage of stock 
allotted to each member of the syndicate 
with which he makes a “market.” One of 
the features of any investment is the readi- 
ness with which it may be bought or sold. 
The “bid” and “offer” for the stock must 
be kept within close bounds so that the in- 
vestor will aways feel safe about being able 
to get his capital or part of it back in an 
open market. The natural place for such 
a market is on the New York Curb. After 
the stock has been traded in on the “Curb” 
for a period of years, and has been able to 
fulfill the requirements of the New York 
Steck Exchange, application may be made 
to list it on the “big exchange.” 

The manager of the syndicate offers a 
portion of the stock at the underwriting 
price to friends, usually connected with 
brokerage firms, and these friends proceed 
to buy and sell in the open market. It is 
manifestly possible for the buyers to take 
profits if the price of the stock advances, 
but if there are no new buyers, the manager 
of the syndicate will be compelled to buy 
in a portion of this stock to keep up the 
“demand.” This stock will later have to 
be resold or apportioned to the syndicate 
members. On the other hand the outside 
public, attracted by the advertising, the 
prospectus and the quality of the stock, may 
create a demand greater than the available 
supply for sale by the manager of the 
syndicate. In this case the stock held for 


market purposes will be sold at a greater 
profit and the funds put aside for protecting 
the price of the stock should the “supply” 
side become stronger. 
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After a period of time the stock becomes 
known to the speculative and investing 
public. The syndicate is dissolved and the 
profits are apportioned by the manager. 

Of course, the firm of Smith & Jones 
keeps a watchful eye on the progress of the 
company; it prevents, if possible, manipu- 
lative and speculative attacks on the stock 
from other sources. The investors from 
the public have been protected as far as is 
possible through the safeguards of a con- 
servative investment firm. The future is 
another matter. It is then “up to” the in- 
vestor not to become a “Sleeping Investor.” 

Application of Remedy 

The method of distributing to the public 
an investment which is in the Possible 
Failure Zone and one which has passed into 
the Possible Success Zone has been out- 
lined. The details such as advertising copy 
and literature and the creating of the 
market must be under the supervision of 
responsible persons. Everything must close- 
ly adhere to the Official Prospectus. There 
is not the space here to do more than 
suggest. 

An investment such as has been outlined 
must not be confused with the syndicate 
distribution of some of the high grade issues 
of bonds and stocks of railroads and of our 
big industrial concerns. In most cases the 
time limit for participation in these securi- 
ties expires before the general public have 
had an opportunity to finish reading the 
advertisement. But these prominent com- 
panies must observe the same fundamental 
laws. It might prevent an episode in 
finance such as the Rock Island debacle. 

The suggestions covered in this article 
are primarily for new companies. It is the 
purpose to safeguard the investor as much 
as possible. But the investor must take 
some chance. To safeguard him 100% 
would mean that no new companies could 


be financed. The Official Prospectus 
method has a distinct advantage. The 
policies of France and Italy would never 
suit our requirements. The Investment 
Bankers Association has a big opportunity. 


Conclusion 


The investment firms of the United 
States could easily combine and decide up- 
on a uniform kind of prospectus. This 
stabilized form could be O. Kd. by the 
Capital Issues Committee. The railroads 
must make uniform reports to the govern- 
ment. Some similar method could be em- 
ployed for the industrials and for new pro- 
motions. 

It is manifestly certain that no one man 
or group of men can determine definitely 
the actual value of patents, mines and oil 
properties, trade marks and goodwill. It is 
evident from a review of the general balance 
statements of various corporations that these 
indeterminate items are as a rule heavily 
overcapitalized. In submitting a report for 
the stockholder; or prospective stockholder, 
it should be made to show just how much 
capital has been issued against goodwill 
and these other indeterminate items. To 
attempt to establish a definite plan would 
be disastrous and work against the best 
interests of the stockholders. An illustra- 
tion in point is the United States Steel 
Company. At the start much of the com- 
mon stock was “water.” Today statisticians 
give the common stock an asset value of 
over $200 a share. 

The application of these principles will 
place the investment business on a better 
financial and moral scale; will protect the 
man of moderate means and make him 
guilty of any folly on his own part, will do 
away with swindling concerns and will be 
in accord with the high ideals which this 
period of reconstruction is developing. 








A METICULOUS BROKER 


A Cotton Exchange house, anxious for late and exact news of the growing crop, received 
a telegram from one of its correspondents in the South which was unadorned by any punctua- 


tion. It read: 


“Complaints coming in of red ants and lice sleeping under blankets every night weather 


” 


dry far too cool for cotton. Smith. 


To this the manager of the brokerage house immediately dispatched a reply as follows: 
“Please be more explicit. Which is it, the red ants or the lice that sleep under blankets 


these cool nights?”—The Annalist. 



































Leading Opinions 


About Financial, Investment, Banking and Business Conditions 








“Prepare for 
P 
Peace”—Roosevelt 


Speaking before the Republican State 
Convention at Saratoga, Theodore Roose- 
velt strenuously advocated governmental 
preparations for peace. He said in part: 


“The preparation for the task of peace must 
be in the interest of all our people, of those 
who dwell in the open country and of those 
who dwell in the cities; of all men and of all 
women just as much as of all men.” 

Colonel Roosevelt said that “in our indus- 
trial activities our aim should be co-operation 
among ourselves, and controlled by the State 
to the degree necessary, but not beyond the 
degree necessary in order to prevent tyranny 
and yet to encourage and reward individual 
excellence. Business men should be permitted 
to co-operate and combine, subject to such 
regulation and control by the Government as 
will prevent injustice and sharp dealing among 
themselves or toward their employes, or as re- 
gards outsiders or the general public. 

“Government ownership should be avoided 
wherever possible; our purpose is to steer be- 
tween the anarchy of unregulated individual- 
ism and the deadening formalism and ineffi- 
ciency of widespread State ownership. From 
time to time it has been found and will be 
found necessary for the Government to own 
and run certain businesses, the uninterrupted 
prosecution of which is necessary to the public 
welfare and which cannot be adequately con- 
trolled in any other way, but normally this 
is as inadvisable as to permit such business 
concerns to be free from all Government su- 
pervision and direction. 

“Normally, and save where the necessity is 
clearly shown, our aim should be to encourage 
and stimulate private action and co-operation 
subject to Government control.” 

Colonel Roosevelt urged the need of a pro- 
tective tariff. He said that labor should have 
full right to co-operate and combine. He 
pointed out that the farmer can receive his full 
share of industrial reward “only as the result 
of organization and co-operation.” He said 
that along certain lines the Government must 
co-operate with him, but “normally most can be 
accomplished by co-operation among the farm- 
ers themselves, in marketing their products, in 
buying certain things which they particularly 
need and in joint action along many lines.” 


“Increase Corporation 


War Taxes”—E. T. Bedford 


E. T. Bedford, president of the Corn 
Products Refining Co., is a staunch advo- 
cate of increased taxes for war purposes. 
He says that Mr. Hoover’s recent letter on 
the subject is most admirable. 

“There are some, as in our industry, for 





instance,” said Mr. Bedford, “in which profits 
cannot be regulated to that which is considered 
fair and proper by any other means. The 
products of corn are so cheap, although afford- 
ing large profits, that they cannot be further 
reduced in price and maintain a proper parity 
to the products they compete with and sub- 
stitute. “They are not in themselves, except 
to a small degree, food products, but rather 
ingredients of food products. They are to-day 
so much cheaper than any other ingredients 
that a reduction in their price would not ma- 
terially affect the price of the product of 
which they are a constituent. Therefore a 
reduction would be simply taking away profits 
from the corn refiners for the purpose of be- 
stowing it upon another manufacturer, as for 
instance, candy manufacturers, licorice manu- 
facturers, leather, textiles, etc. 
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—Chicago News. 
NOBODY LOVES A FAT MAN, 


“I believe Uncle Sam is getting a larger 
share of these, but natural profit which will 
come to the manufacturers, in a sense, will be 
a relief. Our position in this matter is well 
known and I belitve is appreciated by the 
Food Administration.” 





Lamont Supports Gov't 
Wire Control 


In view of the widespread interest among 
investors on the taking over of the tele- 
phone and telegraph lines by the govern- 
ment, an expression of opinion was asked 
of Thomas W. Lamont of J. P. Morgan & 
Co., says the Wall Street Journal. 


He expressed the belief that the Govern- 
ment’s action should prove satisfactory to 
holders of the securities of the American 
Telephone & Telegraph Co. and the Western 
Union Telegraph Co. 

“The Government’s taking over of the tele- 
phone and telegraph lines for war purposes 
is a step which ought to prove very satisfac- 
tory to holders of securities in the companies 
in question,” Mr. Lamont said. “Postmaster- 
General Burleson makes it clear in his an- 
nouncement that the greatest care will be 
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taken to conserve the properties and their 
permanent earning power. So that for the 
long future it would appear ‘that investors 
in these great companies have little to fear for 
the stability and earning capacity of the cor- 
porations. 

“As for the immediate future the law under 
which the Administration has taken action 
states that ‘just compensation’ will be paid by 
the Government for the use of the properties— 
a rental which ought to be readily sufficient 
to meet all fixed and present charges including 
dividends. Furthermore the physical and 
financial condition of these telephone and tele- 
graph properties is now so sound that we re- 
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gard present holders of their securities as well 
warranted in being entirely content with their 
investments as they stand today.” 


Gov't Advances 
to Railroads 
According to a statement issued by Di- 

rector General of Railroads McAdoo, the 
amounts received by various railroads from 
the so-called revolving fund of $500,000,- 
000 at the disposal of the Railroad Ad- 
ministration aggregated $36,195,000 during 
the month of June, making the grand total 
of the advances since January 1, 1918 
(when the roads came under government 
control) the sum of $160,500,000. 


It is pointed out in the statement of the 
Railroad Administration that there was in 


June a decided decrease in the borrowing ot 
the railroads from the Government. “Owing 
to improved money conditions and better earn- 
ings,” the statement says, “the railroads of 
the country are showing increased ability to 
provide for their own financial requirements, 
both in the matter of meeting maturing bond 
issues and in securing funds needed for im- 
provements and additions to their property.” 
It may be remarked in passing that the outside 
observer finds little evidence in the succes- 
sive monthly statements of the operating rev- 
enue and income of the railroads, of the 
“better earnings” of which the Railroad Ad- 
ministration speaks. 

The following table .shows the particular 
railroads to which advances were made during 
June, and the amount advanced to each in 
the course of that month: 


GOVERNMENT ADVANCES TO RAILROADS IN JUNE. 
New York Central Lines............ $6,500,000 
Erie 4,500 

Chicago, Milwaukee & St. Paul.... 4,000,000 
Pennsylvania Railroad 3,000,000 
New York, New Haven & Hartford. 3,000,000 


eee ee ee eee eee 


OEE ee erie 2,750,000 
OS “eee 2,000,000 
Delaware & Hudson................ 2,000,000 
Coemmeeninn Ge GIO. 6 isco scccccctccs 2,000,000 
Chicago, Burlington & Quincy...... 1,500,000 
Denver & Rio Grande.............. 1,200,000 
Oe ES eee 1,000,000 
St. Louis-San Francisco............ 750,000 
) ee ere 500,000 
Chicago, Indianapolis & Louisville... 500,000 
Norfolk: Sowmtherm.......cc..sccccces 350,000 
Central Vermont Railway........... 285,000 
Buffalo, Rochester & Pittsburgh.... 200,000 
ST rrr 160,000 


“Big Post-War 
Bond Demand”—W. P. Bonbright 


An unprecedented demand for good bond 
issues after the war, resulting from cessa- 
tion of government borrowing and the re- 
quirements of repaid Government bond- 
holders is anticipated by William P. Bon- 
bright, president of Bonbright & Co., Inc., 
investment bankers, of New York City. 
Mr. Bonbright is quoted as follows: 


“Prudent investors in studying securities 
should consider the effect upon investment 
markets of the repayment of the United States 
War Loans, which are of relatively short ma- 
turities. 

“The first loan is due in 30 years, callable in 
15 years; the second in 25 years, callable in 10 
years, and the third is due in 10 years. 

“With war taxation producing upwards of 
$4,000,000,000 annually, it is reasonable to as- 
sume that it will not take this country many 
years to repay all the money borrowed, es- 
pecially as the sums lent to our Allies may be 
repaid more promptly than is generally antici- 
pated. 
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“After the war, with the cessation of Govern- 
ment borrowing, the investment requirements 
of a population of repaid Government bond- 
holders, will probably create an unprecedented 


demand for good issues. This multiplication 
of bond investors will continue during the 
war, through the intensive educational work 
being carried on by Government agencies to 
sell the Liberty issues to 100 per cent of the 
people.” 


Publishers’ 
Costs Increase 


On July 1 the law went into effect estab- 
lishing a system of zone postal rates on all 
publications, says Railway Age. It pro- 
vides for eight zones radiating from the 
place of publication with progressively 
higher rates in each zone. 


These rates will be increased each year for 
four years, until increases have been effected 
ranging from per cent to 900 per cent 
higher than the present flat rate of one cent a 
pound. Few, if any, publications will be able 
to stand these extra costs, and if they are to 
continue in existence the additional postal 
charges will have to be collected from the 
readers and advertisers. We hope that the 
present Congress may yet take steps to remedy 
the situation and for the next few months at 
least no readjustment will be made in our rates 
in the hope that it may not be necessary. It 
hardly seems possible that Congress will allow 
to continue in effect a law which tends to 
penalize the dissemination of intelligence, and 
in these days, especially, when the publica- 
tions are doing such splendid work in helping 
to win the war, it would seem to be positively 
dangerous to cripple them. 

Problem of Taxing 
Bond Buyers 

As the Ways and Means Committee pro- 
gresses with its work in the preparation 
of the proposed revenue bill, it becomes 
more and more certain that a most serious 
problem with which the committee must 
deal is that of the shaping of the new taxa- 
tion in such a way as to avoid a conflict 
with the efforts of the Treasury to place 
Liberty bonds, says a Washington dispatch 
to the New York Commercial. 

The forthcoming Liberty Bond issue, esti- 
mated by most persons at about six billion 
dollars, will call for the utmost effort on 
the part of the community. This, of course, 
will be sold before the new taxation goes into 
effect. It is supposed that the bonds will be 
offered early in October, while the new taxes 
will be applicable to the income and excess 
profits of the year 1918. This means that they 
would not be payable until the middle of 1919, 
assuming that the same date as at present is 
fixed for payment. Business houses, however, 


must figure in advance on these payments and 
must prepare for them by purchasing the tax- 
paying certificates of indebtedness which are to 
be issued. In the same way individuals who 
are wise will prepare themselves to make the 
payment by setting aside portions of their 
income or by purchasing tax-paying certifi- 
cates. Looking forward to the future, there- 
fore, both the individual and the business 
house will, on October 1, know about what 1s 
expected of them in the way of taxation and 
will have to guide themselves in the purchase 
of Liberty Bonds accordingly. 


No Guarantee of 
Savings Bank Deposits 
That there is little likelihood of any con- 
sideration being given at this session of 
Congress to the bill which would guaran- 
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tee bank deposits was the information 
which has been received by the Philadel- 
phia Bourse from Chairman Carter Glass 
of the House Committee on Banking and 
Currency, through Congressman George S. 
Graham. 


In a letter the chairman of the committee 
indicated that heed was being taken of the 
widespread opposition which has been voiced 
to the measure. Information to this effect 
comes from the Bourse under date of July 10. 
According to the Bourse, which was the first 
local organization to oppose the measure, the 
bill, if enacted into law, would place a pre- 
mium on unsound banking in this country. “1 
may say that it does not seem at all probable 
that the House Committee on Banking and 
Currency will give consideration, at this ses- 
sion of Congress, to the proposition to legis- 
late on the subject of guaranteeing bank de- 
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posits,” wrote Chairman Glass to Congressman 
Graham, who in turn forwarded the reply to 
the Bourse. “The sense of the committee 
seems to be that we should not deal with bit- 
terly controverted questions at this time, par- 
ticularly as the banks of the country must be 
largely relied on to help float the public bond 
issues. I think you may safely assure your 
constituents that nothing will be done at this 
session of Congress.” The bill would guar- 
antee bank deposits by taxing the various in- 
stitutions, the fund collected to be used in 
paying losses to depositors in banks which 

















Colorado Dispatch. 


YOU MUST WEAR A UNIFORM THESE DAYS 
TO BE IN THE RUNNING. 


failed. Bankers in . Philadelphia w were a unit in 
opposing the measure. 

International Bank 

Reserve Board? 

David Lubin, delegate of the United 
States to the International Institute of Agri- 
culture, at Rome, is urging the formation 
of an international reserve. He said re- 
recently : 

“The banking and currency law, known as 
the Federal Reserve Act, was intended to 
serve the purpose of conserving in the United 
States that financial stability which should 
prevent the perturbance of commerce with its 
consequent panics and crises. And up to the 
present it is but just to say that it has served 
the purpose intended. But how about the 
future? Let us see. ; 

“At the close of the war, international com- 
merce, freed from artificial barriers, will begin 
once more to flow in its usual channels; there 
will be a resumption of the ordinary import 
trade. These imports and the duty on them 
will have to be paid for in gold, perhaps at a 


high premium, hence a corresponding depre- 
ciation of paper money. 

“Such a state of affairs, unless effectively 
controlled, will be sure to perturb the stabil- 
ity of the financial and commercial world, for 
not only will the paper money be depreciated, 
but it will be subject to constant fluctuations, 
hence it will be sure to bring on widespread 
panics and crises. 

“And the question remains: Would the 
Federal Reserve Board be able to cope success- 
fully with such a situation? 

“I do not think so. The modern internation- 
al sweep of the dollar, its interlocked status 
and the magnitude of the interests involved 
would render the Federal Board inadequate to 
cope with the new conditions. These new 
conditions demand an institution on wider and 
broader lines; they demand an International 
Reserve Board. 

International Reserve Board, 
formed by the Allied Nations, could, first of 
all, act as an international clearing house; it 
could. regulate the ebb and flow of gold; it 
could supervise the factors that go to deter- 
mine the rates of interest and exchange rates; 
it could perform along international lines es- 
sential functions now performed on national 
lines by the Federal Reserve Board; and it 
could render such other services toward the 
end in view as might be assigned to it. 

“An international Reserve Board would 
serve as an international policeman, preserv- 
ing the financial peace within the borders of 
the Allied countries.” 


Expert 
Market Opinions 


Keane, Zayas & Potts.—Recent drives 
against the various steel shares have served 
to disturb confidence in the value of these 
securities. In our opinion they are among the 
best, if not the best in the list. All the steel 
companies are operating at capacity, and they 
will be runnng at the same rate long after the 
war has been won. Just now the Government 
is taking practically all of their output. Only 
a few days ago the United States Steel Corpo- 
ration announced that 93 per cent of its capac- 
ity was busy on Government orders and that 
during the month of June its unfilled tonnage 
orders had been increased by nearly 600,000 
tons. The other companies are getting their 
full proportion of Government work and are 
booked up to capacity for many months ahead. 
Meantime orders for steel for domestic re- 
quirements are banking up, ready to take up 
any slack in war work and to flood the mills 
and foundries to capacity as soon as peace 
shall have been declared. Beyond these orders 
loom others for reconstruction work in France 
and Belgium and Russia in the near future, so 
that the outlook for the steel companies is very 
bright and their prosperity seems to be assured 
beyond question for the next decade at least. 


_ J. S. Bache &"Co.—Aside from the great 
international consideration, the pressure of 
the price level is evidently upwards, and were 
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it not for certain conditions, we might expect 
an accelerated rise. One of these conditions is 
the money situation, and even here, except for 
control, the list might itself perforce work up- 
ward. Money, of course, is controlled as 
much, in its way, as steel or other commodities, 
and the very heavy adjustments of the week 
have made it advisable to withhold it from any 
unnecessary uses, in order to more smoothly 
deal with the enormous Government operations 
which took place in July. 

Another obstacle to an impressive bull mar- 
het is the impendency cf heavier taxation, the 
details of which have not yet been worked out. 
in the meantime, really momentous war news, 
indicating that the vital organs of enemy power 
had been pierced, would undoubtedly release 
the upward pressure toward higher levels. 


Knauth, Nachod & Kuhne.—-The outlook 
for the country as a whole is reassuring. War 
continues to be the overshadowing factor 
everywhere. This must be so until the world 
conflict ends and reasonable progress has been 
made towards the restoration of normal con- 
ditions. In the United States, however, there 
are a good many other things for investors to 
reckon with, as the country is doing a remark- 
able business and the growth of the thrift 
movement is adding enormously to the accu- 
mulation of great savings funds. Many sav- 
ings banks are reporting record deposits, and 
since the wage earning classes are earning 
more than they ever earned before it is reason- 
able to assume that notwithstanding the higher 
cost of living, the margin of savings for the 
average family of wage earners is showing a 
considerable increase compared with condi- 
tions prevailing at this time in other years. 

Hayden, Stone & Co.—As regards secur- 
ity markets, one of the results of wartime 
conditions is the steady contraction of the 
sphere of speculation. Since the income of the 
railroads was fixed at a stated amount, which 
does not change whether their own earnings 
are good or bad, whether rates are raised or 
lowered—these have been almost eliminated as 
speculative media. Now that the wire com- 
panies have come under similar control, 
though their remuneration is not quite so 
definite, the same is apt to be the case. 
Scarcely less is this true of those companies, 
the price of whose entire product is fixed by 
law. There remain the shares of those in- 
dustrials, whose product is still governed to 
some extent by the law of supply and demand. 
These companies, generally, are earning heav- 
ily and will continue to do so as far as labor 
conditions permit. Even these have to face 
the prospect of heavily increased taxes. 

So long as these conditions continue, it 
seems unlikely that we shall see anything but 
fluctuations within a comparatively narrow 
limit. 


McDonnell & Co.—It is becoming clearer 
that taxes must be increased again and again 
as the war continues in order to take care of 
larger and larger expendi ures necessary to 
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maintain our armed forces on the sea and in 
the field, that practically all industrial com- 
panies have seen the best in earnings, and that 
in a very few instances will recent high earn- 
ing records be duplicated for many years. 
This does not, however, imply that no ad- 
vances will be scored in the industrial list, or 
that declines from present levels will be com- 
mon. While the best in profits is a matter of 
past history, recent splendid earnings have 
placed most of the industrial companies in ex- 
cellent financial and physical condition. Fur- 
thermore, the stock market in most instances 
has indicated that record earnings or present 
dividend rates were never regarded as per- 
manent. 
_ We are inclined to believe that a continua- 
tion of Allied successes will result in greater 
activities and higher prices, but that in view 
of heavier taxes and the scarcity of time 
money, profits should be taken on the rise un- 
less developments should indicate an early end 
of the struggle. 


National City Bank of New York.—We 
would repeat our statement that if the Govern- 
ment should attempt to levy taxes in excess of 
incomes, the owners would be obliged to 
either borrow or sell, and this pressure upon a 
great number of people would create chaotic 
conditions, affecting not only the property- 
owners directly involved, but the entire busi- 
ness and financial situation, including industry 
and employment. The proposition assumes 
that anyone who is in debt can pay his debts 
immediately as well as at some other time, 
which most people who have been in debt know 
to be untrue. Even if it be allowed that the 
people who have property should carry and 
pay all of the debt—which is an extreme prop- 
osition if the acquisition of property is some- 
thing to be encouraged—it should be done in 
a manner which will not cause a large propor- 
tion of them to sacrifice their holdings or 
throw the whole business community into con- 
fusion. The community has nothing to gain 
by dispossessing people of their property, or 
by policies which harass and cripple them in 
its management. 


Goodbody & Co.—In our market letter of 
June 13, we had the temerity to suggest that 
the price level of May 15 might prove to be 
the high of this year. We did not predict 
lower prices for the rails nor for all of the 
industrials but we did predict a gradual de- 
cline in the average price of industrials. 

Notwithtsanding the good war and crop 
news, neither the average price of rails nor 
of industrials has, since May, reached the May 
high. Since then the average of rails has 
fluctuated only about 1% points and of indus- 
trials about 3% points. 

These narrow fluctuations near the high of 
the year and the refusal of the average price 
to advance much on good news are significant. 
They certainly indicate that the market bulls 
hard. They suggest the probability of funda- 
mental factors that are making for lower 
prices. 
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Northern Pacific’s 


Bonds Rank High 


Earnings Are Ample to Justify the Low Yields at Which the 
Bonds Sell—A Change in the Company’s Method 
of Accounting—C. B & Q. Joint 4s 





BOND STUDY NO. 5 


By WILLIAM 


T. CONNORS 





S would naturally be expected from 

a general knowledge of the rail- 

road and of the territory it covers, 

== as well as of the character of the 

management which it has enjoyed under the 

Hill regime, all of Northern Pacific’s bonds 
are entitled to a high rating. 

Refreshing our memory by a glance at 

the map, we see that about half of the com- 








NORTHERN PACIFIC 
BOND INTEREST - TIMES EARNED 
1903 10 I I IS 194 195 196 1916 1917 














pany’s mileage runs through states which 
are still comparatively undeveloped. The 
road has room to grow, not only in mileage 
but in density of traffic. 

In the five years from 1912 to 1917, gross 
operating revenue rose from 63 million to 88 
million, net revenue from 25 million to 35 
million, per cent earned for the stock from 
7.93 to 11.9. It will at once be seen from 


those figures that this road did not suffer 
severely from rising costs, even in 1917. Its 
net operating revenues, however, were $2,- 
000,000 less in 1917 than in 1916, and to 
meet the situation the C. B. & Q. R. R., 
whose stock is owned jointly by the Gt. 
Northern and the Northern Pacific, de- 
clared 16 per cent dividends instead of the 
usual 8 per cent. This the C. B. & Q. could 
easily do, since its own earnings were equal 
to 18 per cent on its stock and it had a big 
surplus accumulated from previous years of 
prosperity. 

In Northern Pacific’s train load also there 
is evidence that the road has not ceased to 
grow. The figures showing the average tons 
of freight hauled per train are worth ex- 
amination : 


Down to about 1913, this record corre- 
sponds pretty closely with what other well 
managed roads were able to do, but from 
1914 to date the increase has been notable. 
There is no better sign of railroad health 
and wide-awake management than a rapidly 
rising train load. 

A Deceptive Change in Accounting 

In 1901 the Great Northern and Northern 
Pacific bought $107,611,000 out of a total 
of $110,839,000 of the capital stock of the 
Chicago, Burlington & Quincy R. R. In 
fact, it was this purchase that indirectly 
caused Northern Pacific to sell at $1,000 a 
share and precipitated the panic of May 9, 
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1901. Then the two northern roads issued 
jointly, against this stock as collateral, their 
joint ocllateral 4 per cent bonds to an 
amount double the par value of the C. B. & 
Q. stock, which pays regular dividends of 
8 per cent annually. 

Thus the C. B. & Q. regular dividends 
received by the Northern Pacific were ex- 
actly enough to take care of the interest on 
its share of the joint collateral 4s; and down 
to 1914 these dividends were not included 
in Northern Pacific’s “Other Income” nor 
was the interest on the joint 4s charged 
under “Bond Interest.” But beginning with 
1915 this item was inserted on both sides of 
the ledger, causing the bond interest to jump 
from $7,653,000 to $12,294,000, and other 











meome to rise from $5,650,000 to $10,443,- 
(000. 

While this change in accounting made no 
difference in the per cent earned on the 
stock, it made a great difference in the 
“times earned” for the bond interest, and 
has misled a number of ordinarily careful 
students. All of the statistical manuals give 
the “times earned” for bond interest on the 
basis of the company’s figures, with the 
result that their figures from 1915 to date 
are not in the least comparable with those 
for 1914 and preceding years. 

A graph herewith shows the number of 
times ‘Northern Pacific’s total bond interest 
yas earned each year since 1909, based on 


the company’s present method of account- 
ing. It will be seen that there has been a 
fairly steady and gratifying increase in the 
amounts available for bond interest, and on 
the basis of the U. S. Government’s pro- 


‘ posed contract with the road the bond inter- 


est will be covered approximately three times 
over. 

We may therefore expect to find Northern 
Pacific’s regular mortgage bonds selling at 
relatively high prices because of the strong 
security and earnings behind them. At cur- 
rent prices the yields on all of the company’s 
bonds recently dealt in is about as follows: 
Nor. Pac. prior lien 4s, 1997 


Nor. Pac. gen. lien 3s, 2047 
St. Peul & Duluth Div. 4s, 1996 











St. Paul & Duluth Ist 5s, 1931 
Nor. Pac. ref. & imp. 4%s, 2047 
Nor. Pac. Term. Ist 6s, 1933 


The principal details in regard to these 
bonds are as follows: 

THE Prior LIEN 4s, as their name indi- 
cates, have a first lien on 5,207 miles of 


road and a second lien on 178 miles. They 
are outstanding at a rate of a little over 
$20,000 per mile and their interest is usually 
earned about seven times over. Legal for 
savings banks. Listed on stock exchanges 
at New York, Boston, Philadelphia, London 
and Amsterdam. Interest paid without de- 
duction of normal income tax. 

Tue Str. Paut & DuLutH First Ss are 
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also a first lien, on 165 miles of road at a 
little over $6,000 a mile. This is a small 
issue with a narrow market. Legal for sav- 
ings banks. Normal income tax deducted 
from interest. 

The remaining issues mentioned are based 
upon second and third or general liens, 
which are, however, adequate in view of the 
company’s liberal earnings. 

Tue GENERAL LIEN 3s are legal for sav- 
ings banks and are listed in New York and 
London. There are $190,000,000 author- 
ized but only $55,000,000 outstanding. In- 
terest paid without deduction of normal tax. 
As indicated by their yield, they rank very 
high. Their mortgage security is ample. | 

St. Paut & DuLtutH Division 4s are 
outstanding at about $36,000 a mile, backed 
by varied liens. Legal for banks. Interest 
paid without deduction for normal tax. Well 
secured. 

Tue Rerunpinc & IMPROVEMENT 44s 
are based on a blanket mortgage and $500,- 
000,000 are authorized. Only $20,000,000 
have been issued. The rate of interest on 
future issues is to be fixed by the board of 
directors of the road. Of the total author- 
ized, $420,000,000 are reserved for refund- 
ing other issues as they may become due. 
Legal for banks. Normal income tax de- 
ducted from interest. 

NorTHERN Paciric TERMINAL First 6s, 
issued by the company of that name, are 
jointly and severally guaranteed by the 
Northern Pacific, the Oregon-Washington 
R. R. & Navigation Co., and the Oregon & 
California R. R. There are now only $2,- 
750,000 outstanding, $1,571,000 having 
been retired by sinking fund. They are a 
first lien on extensive terminal facilities at 
Portland. The great strength of their posi- 
tion is evident. 


The C. B. & Q. Joint 4s 

Special interest attaches to the C. B. & Q. 
joint 4s, since they are due in three years, 
making them now practically a short term 
security, and are selling to yield 6.2 per cent 
—a high yield in comparison with the 
strength of their position. The graph here- 
with shows the number of times their in- 
terest has been covered by the earnings on 
the C. B. & Q. stock itself, that being the 
collateral behind them. But they are jointly 
guaranteed also by the Great Northern and 


the Northern Pacific, and if either road de- 
faults the other becomes the sole owner of 
the entire issue and responsible for it, inter- 
est and principal. 

By the end of 1916 the C. B. & Q., while 
paying its regular 8 per cent dividends to 
its owning roads, had piled up $114,000,000 
profit and loss surplus, equal to more than 
the par value of its outstanding stock. In 
1917 it earned 18 per cent, and its owners 
felt justified, therefore, in having it declare 
an extra dividend of 8 per cent, or 16 per 
cent in all. Without this increase, the total 
income of Northern Pacific would have 
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fallen about $2,000,000 behind 1916, al- 
though it would still have been ample to 
take care of the 7 per cent dividends on the 
stock. The surplus left in the C. B. & Q. 
treasury is still unimpaired, and in fact was 
increased somewhat by the excess of the 
1917 earnings above the 16 per cent divi- 
dends paid. 

The result is that the C. B. & Q. joint 4s 
—especially in view of their nearby ma- 
turity and their guaranty by the two north- 
ern roads—are in an exceedingly strong 
position. This is made still stronger by the 
Government’s taking over of the road until 
21 months after the end of the war. In this 
way the bonds have practically a Govern- 
ment guaranty during the remainder of their 
time to run. 

Under such circumstances it is only the 
unusually high general level of interest rates 
that causes them to sell at such a yield as 
6.3 per cent. They are legal for savings 
banks in N. H. and R. I., are listed in both 
New York and London, and pay interest 
without deduction for taxes. They are de- 
cidedly a better bargain than any of North- 
ern Pacific’s bonds proper at present prices. 

































The A B C of Bond 


Buying 


How the Ordinary Investor May Judge Bond Values 


[V—Guaranteed Bonds—Sinking Funds—Collateral Trusts 
—Debentures—Income Bonds 





By G. 


C. SELDEN 





HERE are a few other points in 
connection with the different 
kinds of bonds and the provisions 
they contain which need to be ex- 

plained more fully before we proceed to 

discuss the relation of a company’s earn- 
ings to its bonds and the other factors which 
enter into bond values in general. 

GUARANTEED Bonpbs are quite different 
from “assumed” bonds. It is to be borne 
in mind that the ordinary bond—aside from 
debentures or notes—has behind it two 
forms of security: (1) The general credit 
of the company which issues it. (2) Some 
sort of lien on real or personal property. 

In a case where one company buys out 
another, so that the second goes out of ex- 
istence and all its property is owned by the 
first, the outstanding bonds of the second 
company will retain their claim or lien on 
whatever real or personal property they were 
originally based upon. In that respect the 
position of such bonds will be unchanged. 
But their claim on the general credit of 
the second company has disappeared, be- 
cause the second company no longer exists. 
This claim has to be “assumed”’ by the first 
company in connection with its purchase. 

In many cases, however, one company 
merely buys control of another and the sec- 
ond company still retains its corporate ex- 
istence. In these instances the first com- 
pany frequently guarantees the bonds of the 
second, thus adding its own general credit 
to the security previously behind the bonds. 

This may be done by inserting the guar- 
anty in the bonds themselves or by a sep- 
arate document, or by an indorsement on 
the bonds just as a note is indorsed. It is 
important for the investor to note just what 
the guaranty covers in each case. In some 
instances it covers both principal and in- 
terest and in other instances the interest 
only. There may also be indorsements on 
a bond which are not.a guaranty, such a 
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record that the mortgage-recording tax has 
been paid, or other similar facts. 

The mere fact that one company controls 
another does not constitute a guaranty of 
the latter’s bonds, since that control may 
at any time be relinquished. But in cases 
where control is so essential to the control- 
ling company that it could not afford to let 
go, it must necessarily take care of the 
sub-company’s bonds in order to retain its 
hold. 

As regards security, there is very little 
difference between bonds of a subsidiary 
guaranteed by the parent company and 
bonds assumed by the latter company. In 
receivership, assumed bonds have a prior 
claim over guaranteed bonds; but on the 
other hands there might be cases where a 
parent company would go into receivership 
while its subsidiary remained solvent. 

Sinking Funds Sometimes Deceptive 

SINKING Funps.—In many cases it is 
provided that a certain sum shall be set 
aside every year, or periodically, out of 
earnings to provide for the payment of 
specified bonds at maturity. The sinking 
fund as it accumulates is sometimes car- 
ried in banks, but it thus earns only a small 
rate of interest, so that plan is not an eco- 
nomical one. A more common plan is to use 
the sinking fund to buy in the open market 
some of ‘the bonds before they mature. 
These can be kept alive by the company, 
which thus pays itself the interest on them, 
or they may be cancelled. 

This method, however, often results in 
forcing the price of the bonds in the market 
to a higher level than where they would na- 
turally sell. Sometimes the price which may 
be paid is limited in the sinking fund agree- 
ment, and if the bonds cannot be bought 
at or below that price the trustee of the 
fund may be empowered to invest the fund 
in other ways. 


























640 





THE MAGAZINE OF WALL STREET 





Sinking funds do not, as a matter of fact, 
afford as great protection as the novice 
might suppose. It goes without saying that 
the company’s total income cannot be in- 
creased by a sinking fund provision. The 
real question therefore is whether the com- 
pany’s position is strengthened py the re- 
quirement that a certain amount of its in- 
come shall be set aside as a sinking fund, 
as compared with using the money in other 
ways. If this money were to be paid out 
in dividends on stocks, that would weaken 
the position of the bonds as compared with 
the segregation of the same amount of 
money in a sinking fund; but if it were 
used in the intelligent extension of the 
company’s business, it might be worth a 
good deal more to the bonds than it would 
be in a sinking fund. 

The management of the sinking fund 
also enters into the problem. In some cases 
sinking funds have been badly handled. 
Unless the sinking fund agreement is very 
carefully drawn it is evident that the exist- 
ence of such a fund constitutes a tempta- 
tion to use it for personal ends. 

While a sinking fund bond, therefore, 
is somewhat more desirable—other things 
being equal—than a bond not backed up by 
a sinking fund, the difference is not so 
important as many investors imagine. 

COLLATERAL Trust Bonps have as their 
security, in addition to the general credit of 
the company issuing them, a lien on the 
stocks or bonds of other companies (often 
subsidiaries). The issuing company does 
not wish, for one reason or another, to sell 
these stocks or bonds which it owns; there- 
fore it sells its own bonds based on these 
other stocks or bonds as collateral security. 

It is clear that collateral trust bonds are 
as good as the collateral behind them and 
that they also have the benefit of the issu- 
ing company’s credit. 

For example, in 1902 the Atlantic Coast 
Lime bought 51 per cent of the total capital 
stock of the Louisville & Nashville R.R. 
On this stock, par value $36,720,000, as 
collateral security, the Atlantic issued 
$35,000,000 of “L. & N. collateral gold 4s,” 
due in 1952. The owner of these bonds 
is, to all practical intents and purposes, an 
owner of Louisville stock—with the addi- 
tion of the general credit of the Atlantic 
Coast Line. 





As this is written the bonds are selling at 
70% and Louisville stock at 11614, which 
makes the yield to maturity on the bonds 
almost exactly the same as the income yield 
on the stock from its current dividend rate 
of 7%. This is because the investment 
standing of the Louisville stock is very high, 
the road having earned more than three 
times its dividends in each of the last two 
years. Hence the credit of the Atlantic 
Coast Line, although that is also very high, 
can add very little to the security of these 
bonds. 

In a time of panic, however, the price 
of a stock is likely to fall more in propor- 
tion than the price of a bond, so that the 
market value of the Louisville stock might 
fall below the par value of the bonds based 
on it. Then the general credit of Atlantic 
Coast would come into play and would 
help support the price of the bonds. 

In these cases the trust agreement under 
which the bonds are issued should, but 
does not always, fully protect the bondhold- 
ers against delay in case they are obliged, 
through the failure of the issuing company, 
to take over the collateral security them- 
selves; also against the sale of any part of 
the property represented by the collateral, 
or its being allowed to depreciate in value; 
and against the withdrawal of collateral 
and the substitution of something else of 
less value. 

In other words, the trust agreement is an 
essential part of the bondholder’s security 
and has to be examined before he knows 
where he stands. 

Oftentimes railroad collateral trust bonds 
are based on a great variety of different 
bonds and stocks which the company hap- 
pens to have in its possession and avail- 
able for the purpose, so that it becomes az 
arduous process to figure out the probable 
value of the collateral security. For that 
very reason, however, unusual bargains 
may sometimes be picked up in this class 
of bonds by the investor who is shrewd and 
patient enough to investigate the value of 
the collateral and to keep track of changes 
in the position and earnings of the com 
panies which issued the stocks or bonds 
used as collateral. 

Some investors are inclined to look 
askance at collateral trust bonds as a class. 
There is no sound reason for this attitude. 
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Everything depends on the character of the 
collateral and of the trust agreement as to 
whether the bond is any better than the 
plain debenture of the issuing company. 
For example, if the first mortgage bond of 
a subsidiary is pledged at less than its 
market value behind collateral trust bonds 
of the parent company, and if that sub- 
sidiary has good independent earning 
power, the collateral bond will have a little 
better than a first mortgage claim, since 
the additional credit of the parent company 
is worth something also. 
Position of Debentures 


DEBENTURE Bonps, in the absence of 
any express agreement as to their claim on 
the company’s earnings or assets, place the 
holder merely in the position of a preferred 
creditor in case of receivership. If interest 
or principal is defaulted the holder may de- 
mand a receivership or he may obtain a 
judgment against the company and levy 
execution; but in most cases there will be 
prior claims ahead of him. 

Sometimes debentures are protected. by 
an express agreement that no new mort- 
gage shall be created without the debentures 
being secured: under it and in some cases 
debentures have been made a first charge 
on all the company’s property, income and 
profits, to which any later mortgage loan 
would be subject. Any such special agree- 
ments, of course, strengthen the position of 





the debentures—and they add emphasis to 
the point already made that every bond 
must be examined impartially, regardless 
of its name. 

IncoME Bonps, it should be noted, 
sometimes have a mortgage security for the 
principal, in spite of the fact that the in- 
terest is payable only when and if earned. 
The income bond is obviously very much 
like a preferred stock, with the difference 
that dividends on the stock may be with- 
held at pleasure of the directors, while the 
income bondholder can sue for his interest 
if it was earned and not paid. 

The income bondholder is often prac- 
tically at the mercy of the management of 
the company for, if desired, other uses for 
money can always be found than paying 
income bond interest. Whether the interest 
was earned is often a question of book- 
keeping, and the money can always be used 
in extending the company’s business or in 
improvements and maintenance, if the man- 
agement desires to avoid paying it out as 
interest. So the advantage of the income 
bondholder over the preferred stockholder 
is slight, except in cases where his prin- 
cipal is secured by mortgage. 


In the next issue Mr. Selden will discuss 
the relation of a company’s earnings to its 
interest charges and to the interest on in- 
dividual bond issues. 








PERMANENT CAPITAL ISSUES COMMITTEE 


A movement has been launched by the Investors’ Protective Association of America to 








bring about the permanent establishment of the present Capital Issues Committee in Washing- 
ton as supervisor and regulator of the issuance of all securities. Members of the organization 
have been asked to circulate petitions calling upon Congress to enact the necessary legislation 
to compel all corporations which in the future seek to market securities first to obtain the ap- 
proval of the special Federal committee. These petitions will have national circulation because 
of the nature of the organization’s membership, and when completed will be filed with the 
national headquarters of the Association, 67 Milk Street, Boston, for presentation in Washington. 

“The Emerson Motors scandal is a striking example of the urgent need of some such 
departure in order that the general public may be reasonably protected against fraudulent 
stock promotions,” declares the announcement of the campaign. “Since the organization of 
this Association hundreds of letters have been received inquiring as to the value of securities 
in which members have been induced to invest their savings. In a great many cases we have 
found that the issuing companies mysteriously passed out of existence years ago. 

“It has been held that, had there been in existence some close supervision and regulation 
of capital issues in the past, the public would have been protected against flotations which 
have resulted in losses of millions of dollars. 

“Then, too, the public, as a result of such scandals as Emerson Motors, a hundred and one 
oi! propositions, and numerous other questionable flotations, has come to concentrate its wrath 
upon Wall Street collectively. The existence of a permanent supervisory committee which 
weuld be empowered to pass upon the soundness of proposed issues would do much to 
remove an odium from Wall Street which should be attached to the unscrupulous individuals 
who are the real culprits.” 






















Asking Questions 


The Inquiry Department Offers Suggestions — Mutual Co- 
operation Essential—Understanding Necessary for 


Good Service—Some Questions Discussed 
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appreciable percentage of in- 
quiries received by the Inquiry De- 
em partment of THE MAGAZINE OF 
meee Watt STREET shows a curious 
disregard of the functions and limitations 
of such a department. 
*. Such disregard, which is obviously unin- 
tentional, is principally confined to one im- 
portant fact, namely, that the Inquiry 
department is an investment service. 

One need hardly define the meaning of 
“investment service.” The Standard Dic- 
tionary defines “investment” thus: “The 
act of investing or laying out money pro- 
ductively, or otherwise, or converting capital, 
especially in a permanent manner.” As 
opposed to this the Standard Dictionary 
elucidates “speculation” for us, as “a more 
or less risky investment of money in ex- 
pectation of considerable gain.” 

The italics are ours in each case. It is 
difficult to say where investment ends and 
speculation begins, but it is our function 
in the case of the “specvestor”—that sub- 
tle mixture of speculative-investor who 
wants to be reasonably safe and yet secure 
sizable profits—to adopt a middle, con- 
servative course and suggest the purchase 
of reasonably safe investments, with a mild 
speculative flavor where desired. 


The Art of Understanding 

Our mission is well understood by our 
old subscribers who are acquainted with us 
and our policies. For the benefit of our 
newer readers, we may say that the strictly 
investment qualifications of securities ap- 
peal to the majority of our subscribers. 

Under these circumstances, our best efforts 
are concentrated upon the investment or 
speculative-investment angle of securities, 
and it follows that inquiries should gen- 
erally be made with this understanding. 
However, we maintain a staff of trained 
experts who study every phase of the market, 
including the technical position of all se- 
curities—good, bad and indifferent—in 
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connection with our Special Services, “The 
Trend Letter” and the “Investment Letter.” 

A stock may be selling—and in fact, 
nearly always sells—too high, or too low. 
If it is a good investment or semi-invest- 
ment we are likely to suggest its purchase. 
It does not follow that, conversely, we would 
suggest a short sale. Therein is an example 
of the difference between investment and 
speculation. 

Our reason, so far as the Inquiry De- 
partment is concerned, is that in the one 
case a further decline in a stock purchased 
for investment is not a serious matter, since 
intrinsic values are not impaired, the divi- 
dend if any has been adjudged fairly secure, 
and in our judgment a readjustment will 
come along sooner or later. There is a limit 
to the possible degree of decline in an in- 
vestment or semi-investment issue. 

In the case of a short sale, such a trans- 
action is essentially speculative. 

There is no limit to the possible extent 
of advance in any stock. The stop order is 
the only life-preserver. The real investor, 
who does not venture out far on the stormy 
sea without an experienced pilot, needs no 
life-preserver. 


Some Inquiries Discussed 
We discuss a few typical examples to 
suggest where the subscriber could help us 
by co-operation. The examples given are 
not exaggerated instances, but indicate 
some of the difficulties we experience. 


Question: “Telegraph your opinion of Steel 
preferred, Air Brake, Alaska Gold 
and General Motors.” 

Inquiry lacks motive. Every issue 
possesses special characteristics 
and needs careful explanation. 
Subscriber’s position not explained. 
Impracticable to handle by wire. 
“Bought Houston Oil on 10-point 
margin: think of buying more...” 
Houston Oil is contemptuous of 
10-point fluctuations. Commitment 
entirely speculative and risky, al- 
though stock has some speculative 


Comment: 


Question : 


Comment: 

















ASKING QUESTIONS 





attraction at low levels. Present 

investment endangered; further 

‘ commitment on same basis folly. 

Are you an investor, speculator, 

specvestor or what? 

have you to lose? 

“Is Sumatra a good thing to sell 

short 0n margin for a 10-point 

' break ?” 

Comment: Can get a 10-point break or an 

unlimited rise. It depends largely 

on your speculative temperament 
and the length of your purse. 

“Short General Motors, long 

. Marine preferred and sold Read- 
ing short. Shall I cover or sell 
more?” 

Comment: Confused commitments without 
motive. Such an individual would 
be better off out of the market. 

The above questions were not accom- 
panied with any details as to the financial 
position of the investor, the risk he could 
assume, or his objective. He was in search 
of “tips” on speculative fluctuations, and 
might have known that it is out of our prov- 
ince to give a “tip.” The technical situation 
marketwise in most of the above issues is 
likely to change over night and, therefore, 
the best of technical advice might be ren- 
dered useless the following day unless the 
short seller possessed sufficient experience 
to recognize and adapt his action to the 
changed conditions. 

A telegraphic inquiry on the subject of 
sound investments like U. S. Steel preferred, 
or an inactive specialty like N. Y. Air 
Brake shows the exercise. of undue haste. 
‘A good investment is equally sound a point 
up or down, and investments should not be 
taken on-in a hurry. An inactive special- 
ty with a wide market should not be pur- 
chased by telegram, but at a fixed precon- 
ceived price based upon its investment 
worth. Stocks like Alaska Gold and Gen- 
eral Motors need special explanation, and 


Question : 


Question: 


if the investor’s means are moderate he . 


should leave them alone. We cannot guess 
the financial condition of an investor from 
an inquiry; if we knew it, our suggestions 
would be better adapted to his circum- 
stances, : 

Houston Oil was discussed in Tue Ma- 
G\ZINE OF WALL STREET, and copies should 
be kept on file. It would save a lot of 
mutual time and misunderstanding if a 
cunmittment is discussed upon a basis of 
the facts given in articles. Not only are 
al! securities of interest treated in the Maca- 


How much 


ZINE, but many informative articles of edu- 
cative value often appear. Keeping a file 
of current issues, and bound volumes of 
the earlier ones would enable the Inquiry 
Department to do greater justice to the 
subscriber. One cannot know too much 
about a security, and we unfortunately can- 
not spare the time to discuss each one at 
great length in a letter. 


Question: “What is your opinion of U. 5. 
Steel?” 


Comment: We think well of it under certain 
circumstances... Are you a. holder 
of it, and at what price? What is 
your object in making the inquiry? 
We can give you our opinion of its 
investment rating, but it may not 
be a good issue for you personally. 
“I am interested in Butte & Supe- 
rior, Crucible and B. R. T. Would 
you buy now?” 
Comment: At what price? What risk can 
you take? Are you an investor, 
and do you need an income re- 
turn? 
“Have $10,000 to invest in safe 
bonds yielding about 9 per cent. 
Could you make a suggestion ?” 
Comment: There is no such animal as a “safe 
bond” yielding 9 per cent. Do you 
need 9 per cent: why? What 
about dividend paying common 
stocks, or preferred stocks yield- 
ing 7 to 8 per cent? Not having 
asked about them, we hesitate to 
suggest other securities. The in- 
quirer has not told us what is. in 
his mind. 
“What do you think of Bethlehem 
Steel B for a quick turn?” 
Comment: The Inquiry Department cannot 
give its opinion on problematical 
day-to-day movements. It knows 
the investment position of the 
stock, but the inquirer would not 
be interested in that. 
“Will the Board of Directors of 
the Steel Corporation declare an 
extra dividend at next meeting?” 
Comment: We have no so-called “inside in- 
formation. “If it were imparted, 
we would regard it with reserva- 
tion. The directors themselves do 
not know in advance. It is de- 
cided at the meeting, after debate 
and deliberation. 


Give and Take Information 
If you. want information, it is a good 
thing to give a little information in a brief 
way. We are interested in a subscriber’s 
personal affairs in so far as it enables us 
to give a good answer. 
We do not mind a lengthy letter—if it is 
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Question : 


Question : 


Question : 
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typewritten. It is worth anyone’s while to 
have an investment inquiry typewritten as 
it is considerate to us, and a great check 


upon errors. A typewritten mistake sticks — 


out like a sore thumb, whereas handwriting 
glosses over errors. 

Let us be mutually observant of rules 
and limitations, in order that our mutual 
efforts may be co-ordinated and rendered 
harmonious to achieve the result we are 
striving for, namely, to give complete, ade- 
quate and satisfactory SERVICE. 

Delays will take place in the mails, or 
even through extraordinary pressure of 
work. We try to avoid them. We are as 
anxious to have a clean table at the end of 
the day as the investor is to receive his 
answer. 

It should be remembered that every an- 
swer requires research and thought: late 
factors must be investigated, interviews may 
be necessary and a multitude of detail may 
have to be gone through before the com- 
plete answer can be mailed. Even then, 
we cannot guarantee that it will be received 
promptly. 


The Matter of Delay 


We welcome a reminder where undue de- 
lay, for any reason, appears to have taken 


place. It is possible we never received the 
letter, and if answered, it might have gone 
astray. Let us check each other up, if 
necessary, and show that we are as ready 
to give as to take. 

We are reprinting herewith “Suggestions 
in Regard to Inquiries” which are sent out 
with every letter from the Inquiry Depart- 
ment. These suggestions have appeared in 
THE MAGAZINE OF WALL SrrEET frequent- 
ly, and this Department again commends 
them to your attention. They are mutually 
helpful if followed. 


Subscribers might note that all inquiries 
are answered directly by mail. We reprint 
interesting extracts in THE MAGAZINE OF 
WALL Street for educational purposes. 


Suggestions in Regard to Inquiries 

The very heavy volume of inquiries 
which this publication is receiving makes 
it necessary to ask our subscribers to co- 
operate with us in order that we may main- 
tain and improve the high quality of serv- 
ice which the Investors’ Personal Service 
Department renders to our readers. We 
therefore suggest that: 

1—Not more than three inquiries be sub- 
mitted at one time. Occasionally a sub- 
scriber sends in a long list of securities ask- 
ing for an opinion on each. The careful 
manner in which the Investors’ Personal 
Service Department handles its inquiries 
makes it impossible to giye such inquiries 
the immediate attention necessary, without 
slighting other inquirers. 

2—In case an immediate answer is de- 
sired on more than three securities, we make 
a charge of $1 each for the additional num- 
ber (but not, of course, to Trend or Invest- 
ment Letter subscribers). When a reader 
wishes a special investigation or a special 
analysis of a security or a subject we shall 
be pleased to submit an estimate of the spe- 
cial charge for such work. 

3—Write inquiries (but not necessarily 
each security) on a separate sheet of paper, 
which should bear the writer’s name and 
address. 

4—Enclose stamp or stamped and ad- 
dressed envelope giving name (not initials). 

The above suggestions are drawn up for 
the benefit and protection of our readers 
and those inquiries which conform with them 
will receive first attention. 











BOND BUYER’S GUIDE 


A Classification of Listed Bonds 
Arranged by F. M. Van Wicklen 





E following table includes most of the active bonds listed on the New York Stock 

TT Exchange. An endeavor has been made to arrange these bonds in the order of their 
desirability as investments, based upon a combination of two factors, namely, security 
of principal and income return, 

In many cases it is difficult to determine whether a certain bond should be rated 
above or below another, and in this respect the investor who has uppermost in mind security 
of principal will no doubt differ as to classification, with one who is concerned primarily with 
the amount of income received from the investment, and vice versa. The arrangement below, 
however, attempts to balance these two factors. This table appears in every third issue of the 
magazine, 


FOREIGN GOVERNMENT BONDS 


Approximate Yield about 
i per cent. 


French Govt. 5%s, April, 1919 , 8.75% 
U. K. Gt. Brit. & I. 5%, Feb., 1919 99% 
U. K. Gt. Brit. & I. 5%, Nov., 1919 

U. K. Gt. Brit. & I. 544s, Nov., 1921 

Anglo-French 5s, Oct. 15, 1920 

Am. For. Sec. 5s, Aug., 1919 

French Cities 6s, Nov., 1919 

Paris 6s, Oct. 15, 1921 

U. K. Gt. Brit. & I. 5s, Sept., 1918 

Dom. Canada 5s, April, 1921 

Dom. Canada 5s, April, 1926 

Dom. Canada 5s, April, 1931 

Japanese 2nd Series, Germ. Stpd. 4%s, 1925 (par value $974).... 


RAILROAD BONDS LEGAL FOR NEW YORK STATE SAVINGS BANKS 


First Grade: 
So. Pac. Ref. 4s, 1955 717% 5.40 
At. Coast Line Cons. 4s, 1952 79 5.35 
C. Burl. & I. Ill. 3%s, 1949 73 5.30 
Lou. & Nash. Unified 4s, 1940 
Union Pacific Ist 4s, 1947 


Atch. T. & S. Fe Gen. 4s, 1995 
Pennsylvania Gen. 4%s, 1965 

C. & North West. Gen. 4s, 1987 
N. Y. Cent. Ist 344s, 1997 

Union Pacific Ref. 4s, 2008 
Norf. & West. Cons. 4s, 1996 
Lake Shore Ist 3%s, 1997 
Pennsylvania Consol. 444s, 1960 
C. Burl. & 

Illinois Cent. Ref. 4s, 1955 

M. St. P. & S. S. Marie Cons. 4s, 1938 
Balt. & Ohio p. 1. 3%s, 1925 
Balt. & Ohio Ist 4s, 1948 

Nor. Pacific Gen. 3s, 2047 

Gt. Northern 4%4s, 1961 

C. M. & St. Paul Gen. 4%s, 1989 


Second Grade: 


St. Paul Conv. 5s, 2014 
Ohio Ref. 5s, 1995 
. Cent. Ref. 4%s, 2013 
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RAILROAD BONDS ‘NOT LEGAL FOR NEW YORK SAVINGS BANKS 


First Grade: 
ee A es UNIAN MIRC wh oh ceicle vUeCaceccéc cesses cee cewens 
Oregon Sh. Line Ref. 46, 1929. ..........0.ccccccccccceccccccccce 
Union Pacific Conv. 48, 1927............. cc cece ccc ccccnccccccce 
At. Coast L., L. & N. Coll. 4s, 1952.................. >» EAA 
SE UR MEN 6 op B cass bscdicescecceteccesacecic cscs. 


Southern Ry. Cons. Sa, 1995............ccccecccccccccccccccececs 
SE Hic Eh OO OE, ROU, nas unwesadcacccencapcuckccecicocececs 
EE Be aM wand Cou gan cic acc¥uiccccccccbhccecnccceos 
a RN MNOD. GR BOI 550s i nitnbacicseseve cocss concdéescsccce 
= Y. arg oy s 7 aA vaitadiaen>sod6coen cues waite as 

— i Sieben ncasetbteenbheoesn ental snaceene 
C. Reck I. & Pac. Gen. 42, 1988. ............. ccc cccccccccccccecs 
EE Db nn sv wb nintomcomeecs ve ccnccesece cocue 
es ee Ae NN, GMI, socio dnc ccccwcccccacccaccescess 
Na). vnc ins a ddbnpedb ee vocvesecewendedese 


Second Grade: 

De Rotem em. Wek Ga, BOGR. o 5 occ ccccwenccccccccccccsctccecess 
Den. & R. Grande Cons. 48, 1936............. ccc ccc cece cc cuece 
i Rh neds déan abide dabaneey ccc pedeeadencie 
ee I OE, BID ko anc isncloocccececececetuédce 
I ME rss ocean coceee bios ceed cocuéiewenece 
Sere MND GINNs Bt ODS gw oo naucclescccanccccevcecsscteénec 
ee I hs ss anc cela Gadgets ceeded eeceracdede 
C. Rock I. & Pac. Ref. 4s, 1934 to 
Col, & So. Ref. Giese, 1908... . cc cccccccccces 

Kans. C. So. Ref. 5s, 1950 
N. Y. Cent. Conv. 6s, 1935 
Ae nn oaks ah obaktebubsesweesecuiesh oat 
IS ON TI aon asc wsdeccesbeteces tpsesensseseodes 
ee al ca kh wud ekbdudeece ccdesetennds 
a han swt ad bbe ed ebsu nedesuducedintce sibs 
Rin Mle ies Oe es ee Ge, Ge, BIIG. vc cc vcccctcccccecesesods tiene 
Re SUIRMNT SIS 6 oa dw cho Wd ns} uh bbe ccdecdstebeeubies 
Ea tosl oes te ec becndecccecbeceeanions 
rs ee MR GN on 5. oa nip WWeau nnainncecess epaceeesas 
ds os wd ane bine aces bbaawenenek 
I Ms oo. ds on chine cecceawendiin ecce 
Pa I os eee eee 






i 6s oc edeemnenséueuseelesseecee 
MIND I NAMI, a's sc cce chee pececeesesesececees 
Lackawanna Steel Cons. 5s, 1950................cccccccccccccces 
Nat. Tube Ist 5s, 1952 

ons os icidedahdwmececacecunebece’s 
I se edna ean habe bw acacel was 
En 5 anc enndowaude'eesééeoteuses doune 
MME . 6 S.  s ned pp onc bbenescessendvatwoeees 
nn «i adceec celvtos usb Oise 00encodbcehewneds 
ae od eens nd ee vheekncateanbes 
ais rn wa Sale adn eveddbe sss up hie eat 
ee i e.g. oc ewbneedes cnccdecessbabéoet 
Meerne, Games Crime BO, BONG, 65. 5 cic cece scene ceces cccccceves 
a ee sin emeés cpu béewnaeéaaate 
Va. Car. Chem. 5s, 1923.............. ipebivah t6 vee Ghdbiek wake 
rn. oss acelin cb etecscnedeebedehere 


PUBLIC UTILITY BONDS 


en a ee, Ge BU. ons od ce ces view ccvcbsevct¥encweus 
ee ee a ede haet es chdudeswagdes onan 
Rei, i, BRE, Gs BOO onc cc cccdcerocnccecsccsccecaccewes 
ee, ec , GN UR, oo w Kd bandccaedes cc cwensccesdancce 
N. Y¥. Telephone Gen. 4448, 1939. .... 2.2.2.0. cece ccceeceeeceeees 
Consol. Gas N. Y. Conv. 68, 1920..............-0000. ve 
Publie-Service Corp. N. J. 5s, 1959 
ban ae Caced in ehdes § 00d vées Oewadcedé 
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Investment Inquiries 





Sinclair Warrants Purely Speculative 


A. J., Elizabeth, N. J—Sinclair Warrants 
are traded in on the New York Curb around 
22-25. They have been inactive, without public 
interest. These warrants were a part of the 
Sinclair plan of financing the Sinclair Oil Com- 
pany, and probably intended to make its - 
000; 7 per cent note issue of. August, 1917, 
due August, 1920, attractive. Each $1,000 note 
had a “negotiable warrant” attached giving the 
holder of the warrant the right to buy 25 
shares of Sinclair Oil stock at 45 up to August 
1, 1918, at 4734 up to August 1, 1919, and at 50 
up to February, 1920. The negotiability of the 
warrants has probably resulted in some sales 
by noteholders at about $25 each. The notes 
with warrants intact sell for about $25 higher. 
The buyer of a warrant for $25 really buys a 
“call on 25 shares of Sinclair Oil stock, paying 
$1 a share for the call, option, figure and 
period above stated. The transaction would 
simply be a speculation, like any other transac- 
tion in “calls.” The shares have had a price 
range between 25 and 67, the latter figure be- 
ing reached in a boom: recent average prices 
have been 28 to 32, with a rallying tendency. 
It looks as if the options expiring August, 1919, 
at 47%, or February, 1920, at 50 may mate- 
rialize to the advantage of warrant holders 
in any kind of an “oil boom.” They are a fair 
speculation, apparently, and holders of the 
notes with warrants attached would do better, 
we believe, to retain their rights than sell for 
a paltry $25. 

Liquidating Possibilities of American 
Malting 

E. H. F., Brooklyn, N. Y.—The committee 
which has been formed for the purpose of 
liquidating the company is endeavoring to ob- 
tain sufficient shares so that they can vote for 
the liquidation. If they succeed in doing so 
the directors of the company will become the 
trustees for the purposes of liquidation, after 
the votes for such liquidation have been cast. 
Any preferred stockholder who does not go 
into this arrangement might possibly prevent 
the liquidation of the company, and this might 
seriously affect the value of his stock, for the 
reason that the assets might be eaten up if the 
company is forced to continue business. An- 
other circumstance to remember is that the 
holders of the common stock will probably 
not be very anxious for the liquidation, as the 
value of such stock is very problematical. It 
would therefore seem desirable that the hold- 
ers of the preferred who desire to realize as 
much for their holdings as possible, to enter 
into this agreement and deposit their stock. 
However, should the committee secure suffi- 
cient stock to force a liquidation of the com- 
pany, holders of the preferred would be en- 
titled to their proportionate share of the as- 
sets. As expressed by one of those interested 
in this liquidation, it is possible that the com- 
mittee by making large charges, etc., might 
make it rather disagreeable for the non-assent- 
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ing stockholders, although we cannot see how 
this could be legally done. In order to put 
this liquidation through it would seem that 
there should be hearty co-operation between 
the preferred stockholders, and it might be 
advisable for them to give their whole-hearted 
support to the plan. ile it is impossible for 
us to arrive at exact ngures as to the amount 
which the preferred stockholders will receive 
in case of liquidation it is currently understood 
that the net tangible assets amount to 
$42 a share on preferred and that the 
company has certain real estate which 
has been appraised from $5,000,000 down- 
ward. Should this real estate be sold 
at a satisfactory figure the preferred stock- 
holders should receive, probably, a consider- 
ably larger sum than the present selling price 
of the preferred shares. It would therefore 
appear that probably the best plan for such 
preferred stockholders would be to deposit 
their stock and co-operate with the committee. 


Status of Anglo-French 5s 


L. A. L., Baltimore, Md.—Anglo-French 5’s 
are a joint and several obligation of the Gov- 
ernments of the United Kingdom of Great 
Britain, Ireland and the French Republic, but 
not a mortgage. They are convertible at the 
option of the holder on any date not later than 
April 15, 1920, or provided notice be given noz 
later than that date, having maturity par for 
par into 15-25 year joint and several 4 per 
cent bonds of the governments of the same 
countries. These latter bonds will be payable 
principal and interest in New York City free 
from deduction of any present or future Brit- 
ish or French taxes and will mature October 
15, 1940. They are redeemable at par and ac- 
crued interest in whole or in part on any in- 
terest date not earlier than October 15, 1930, 
upon three months’ notice. Anglo-French 5s 
fluctuate in sympathy with war developments. 
If the war is very much prolonged or reverses 
are met with by the Allies, the price of these 
bonds may show a further drop. However, we 
regard them as having high investment quali- 
ties and we see no reason why the interest 
should not be promptly paid and the bonds 
met on maturity. 


N. Y., Ontario & Western Comparatively 
Unattractive 


H. F. B., Carnegie, Pa—New York Ontario 
& Western is somewhat speculative in our 
opinion. No dividends have been paid on the 
stock in 1917, but 2 per cent was paid on Jan. 
14, 1918, and in 1916 1 per cent was paid. e 
road is not making a very good showing on ac- 
count of the handicap of excessive maintenance 
and operating costs, including high fuel prices, 
labor, rails, rolling stock, and incidental sup- 
plies. We agree with you that it might be 
well for you to switch your holdings into a 
promising automobile issue. Of the latter, 
Willys-Overland common, Pierce-Arrow, or 
White Motors appear to be attractive. The 
prospects of Willys-Overland are good, It is 
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well managed, has good models of cars, an ex- 
cellent plant, does not lack for immediate cash 
and is doing important aeroplane work for 
the Government. This stock was analyzed in 
the Dec. 2 issue of the MaGazINe oF WALL 
Srreet. Pierce-Arrow was discussed in the 
July 6 issue of the Macaztne, to which we re- 
spectfully refer you. Earnings.for the past 
three years show an average of over $12 a 
share on the present capitalization. White 
Motors’ regular business is satisfactory, and 
it has received sizable contracts for trucks 
from the United States Government and we 
see no reason why it should not continue its 
present dividend rate. 


Commonwealth in Bad Straits 


F. W. B., New York, N. Y—Common- 
wealth Power and Light shares have suffered 
marketwise in sympathy with the majority of 
other — utility securities. Operating hand- 
icaps have caused a heavy reduction in earn- 
ings which is likely to continue as long as the 
war lasts. There is not much encouragement 
for the hope that there will be any substantial 
improvement in the price of the stock so long 
as such condition prevails. Surplus for 1917 
showed a decrease of $559,958 over 1916. The 
surplus for December was $203,952, a decrease 
of $136,247 under December, 1916. The sur- 
plus after charges for first four months of this 
year was only $95,367, but we hesitate to sug- 
gest that you take a loss of $35 a share on 
your holdings. We see no special reason for 
you to buy more stock at this time for the pur- 
pose of averaging. We are informed that the 
regular quarterly dividend of 1% per cent on 
the preferred stock will be paid on August 1 
in coupon notes or script. This has evidently 
been done for the purpose of conserving cash. 


Buckeye Pipe Line a Fair Speculation 


. <A. L. A, Newport, R. 1L—The earnings of 

Buckeye Pipe Line for 1917 were $2,380,083, as 
compared with $2,082,068 in 1916, which left a 
surplus of $480,083 over the dividend require- 
ments. Total surplus was $9,910,993. ow- 
ever, in 1915, 1914 and 1913, the company drew 
upon its surplus in order to pay its dividends. 
The largest part of this company’s traffic 
comes from Mid-Continent Oil Fields, as its 
lines form a connecting link between the In- 
diana Pipe Lines and the Northern Pipe Lines 
which connect with the Seaboard Refineries. 
The company also transports oil to the Im- 
perial Oil Company’s Canadian Pipe Lines of 
Toledo and to the Standard Oil of Ohio’s 
Cleveland Refineries. The shares are a fairly 
good speculative investment and it would be 
better, we believe, to hold them for the present. 


Mobile & Ohio a Good Investment 
F. C. N., Phila. Pa. Mobile & Ohio is an 


investment issue and has had a favorable divi- 
dend record. There seems little doubt about 
the maintenance of its dividends. We are 


unable to find that this stock is guaranteed 
by the Southern Railway. Southern controls 

is company through ownership of more than 
73% of its capital stock and about 87% of its 








general mortgage bonds. However, during the 
last six months of 1917, although the gross 
amounted to $6,962,222, an increase of nearly 
$700,000 over the corresponding period of 1916, 
the net after taxes was only $1,042,460 as com- 
pared with $1,234,904 for the same months in 
1916. January and February showed a net op- 
erating deficit. This condition ought to im- 
prove, however, since the raise in rates. The 
company also on March 2, 1918, had its stock- 
holders approve a proposed mortgage of $50,- 
000,000 to provide for refunding and other 
financial requirements of the company from 
time to time. We would not advise purchase 
of this stock at this time as there are more at- 
tractive issues such as Atchison, Southern 
Railway preferred, Northern Pacific or Wabash 
“A” which are better fortified. 


Peerless Motor a Long Pull 


R. G., Brooklyn, N. Y.—Peerless Truck & 
Motor is a stock which we advise you to hold. 
The company sold its Long Island plant to 
the Government for a substantial price, the 
exact amount of which is undisclosed to us. 
We find, however, that the sale was to the ad- 
vantage of the company as that plant haa 
never been a money-maker. On May 25th it 
was reported that the Peerless Company had 
shipped the last of the trucks which it made 
for the British Government under an order 
made in 1914. About 1,300 trucks on this 
order were manufactured during this year. In 
1917, the company manufactured and shipped 
something over 4,400 trucks, together with 3,- 
400 passenger cars. The schedule this year 
calls for an output of about 2,400 cars. The 
company announced on March 1, 1918 that 
it proposed to expend $750,000 in purchase of 
a part of its 6% convertible notes. 


National Biscuit’s Possibilities 


V. C. R, Cleveland, Ohio. National 
Biscuit has had a splendid record of earnings. 
The company has been handicapped during the 
last two years by high costs and peace should 
mean greater prosperity with a lowering price 
of materials. This stock enjoys a high -in- 
vestment rating and can be purchased by any 
one who can afford to assume the risk of a de- 
cline, which is possible if the market should 
again assume a definite downward tendency. 
Its net earnings for 1917 amounted to $4,622,348 
as compared with $4,579,306 in 1916. After 
dividends on the preferred, the balance avail- 
able was equal to $9.87 a share on common, 
compared with $9.72 in the year before. Its 
profit and loss surplus on December 31, 1917, 
was $16,408,780. The company increased its 
working capital in the 11 months ended De 
cember 31, 1917 by $3,099,471 and plant ac- 
count decreased from $55,484,047 to $54,480,- 
784, indicating that considerable depreciation 
was written off. We would recommend the 
purchase of this stock were it not that there 
are other high grade investments mentioned 
in the last few ‘issues of our Magazine, which 
we believe offer better possibilities marketwise 
since National Biscuit is now selling some- 
what high. 
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July 24, 1918. 
To the Editor of the 

MAGAZINE OF WALL STREET 
Dear Sir: 

It is a pretty widespread theory that in- 
flation should cause stocks to work to higher 
levels. But it is difficult to see exactly how 
inflation is going to produce these results. 
Undoubtedly the book value of stocks will 
increase as inflation increases the value in 
dollars of the properties connected with 
these stocks. But on the other hand, divi- 
dends should not increase, for if on account 
of inflation profits are greater, so are work- 
ing expenses regardless of taxes. 

Now in the majority of cases the market 
value of stocks seems to be influenced in 
equal parts by the book value on the one 
hand and by the net return on the other. 
And since as the war goes on, the net return 
demanded by capital is bound to increase, 
these two influences, book value and net 
return, will work in opposing directions. It 
is thus hard to see why inflation should be 
universally considered a bullish influence. 

Yours very truly, 








Editor of the 

MAGAZINE OF WALL STREET. 

The repeatedly heard assertion that popu- 
lar opinion will not permit the return of the 
railroads to private control is not exactly con- 
vincing. 

Two instances of circumlocution office meth- 
ods recently came under the observation of 
the writer. All freight bills must be paid in 


forty-eight hours or a bond filed to insure the 
carrying of an open account with the freight 
office. The government wishes private con- 
cerns to eliminate all “non-essential” clerical 
work, but hundreds of bonds must be handled 
and approved, and such work has never here- 
tofore been accomplished by machinery. The 
object, probably, is to reduce accounting, but 
large shippers or consignees can hardly ad- 
just their business to such a basis. They, in- 
stead, suppress the imprecations they feel, fiie 
their bonds, and the end desired is more near- 
ly reversed. The only advantage we have 
noted is the bull argument on the surety com- 
panies’ stocks. 

A husband of small means in Massachusetts 
sent his wife and two little ones to Maine for 
their summer outing, and purchased two one- 
way tickets. They left York Beach in the 
heat of the day on July 20 on their return. 
A certain asinine ruling had been made that 
one-way tickets are good not later than the 
day following that of purchase. The ticket 
was dated June 29 and the mother, with an 
infant in arms and a second small child, was 
forced to leave the train at Portsmouth. She 
was without funds except for a dollar loaned 
by a kind fellow-traveler, with which assist- 
ance she was able to return to York Beach 
in an exceedingly crowded trolley. .There she 
reached her friends and started for Massa- 
chusetts a second time on an evening train. 

The expanding bureaucracies at Washing- 
ton have said so, and was it not Mr. Alexander 
Pope, or some other optimistic sage of a pre- 
vious era, who observed that whatever is, is 
right? 











Paragraphs from Subscribers’ Letters 





I note with what accuracy you have 


been predicting the long swings of the 


market and especially how accurately you recently stated the price to which United 


States Steel would decline. 


I have so much confidence in your publication now that I do not feel it is safe 
for me to make an investment without first consulting your advisory department. Will 
you be good enough to advise me when my prior subscription expires and when my 


new subscription begins? 
* * 


* * 


As one of the newer readers of your magazine, I wish to express my appreciation 


of it. 


It is one of a select few which I feel impelled to read from cover to cover, and 


I believe I shall derive increasingly beneficial results from it. 


* * 


* * 


I also want to take the opportunity to express my appreciation of your splendid 


magazine. 
time it has certainly served me well. 


I have been a constant reader for the past four years and during that 
I know of no investment that yielded me such a 


return. You can count upon me as a perpetual subscriber. 


Ce a 
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Important Forthcoming Financial Events 


Aug. 6 
, Locomotive dividend meeting. 
Studebaker dividend meeting. 


Aug. 7 ie. : 
American Smelting dividend meeting. 
Copper price conference in Washington. 


Aug. 8 

Bethlehem Steel special finance meeting. 

Chicago, Burlington & Quincy postponed 
annual meeting. 

Grain crops report by Government. 

Union Pacific dividend meeting. 


Aug. 9 . 
hdl Electric dividend meeting. 


Aug. 12 : 
-_ ho Pacific dividend meeting. 


Aug. 13 
Southern Pacific dividend meeting. 


Aug. 15 
pper price (26c) agreement expires. 
Liberty Tom Installment Payment due. 
Utah Copper quarterly earnings. 


Aug. 20 
Bethlehem Steel dividend meeting. 


Aug. 21 . 
Republic Iron & Steel dividend meeting. 
American Can serial notes mature ($3,- 
000,000) . 


Aug. 23 
Atlantic, Gulf & West Indies 
meeting. 
Illinois "Central annual meeting. 
Railway Steel Springs dividend meeting. 


dividend 


ane. 27 
ew York State Labor Convention at Roch- 
ester, N. Y. 


Aug. 29 
American. Sumatra special meeting to in- 
crease capital. 


Aug. 31 ; 
pital stock tax returns must be filed. 


Sept. 1 4 
nited Kingdom Government $250,000,000 
2-year 5% notes mature. 
American Cotton Oil one year notes for 
$2,500,000 mature. 
Sept. 3 
American Can dividend meeting. 
Chino Copper dividend meeting. 
Kennecott Copper dividend meeting. 
Utah Copper dividend meeting. 


Sept. 4 
tthigh Valley special meeting. 


~— ; 
erican Steel Foundries dividend meeting. 


Sept. 6 
uban Cane dividend meeting. 


Sept. 7 
Printing Price Conspiracy Hearing at Chi- 
cago before the Federal Trade Board. 


Sept. 10 ‘ 
United Fruit dividend meeting. 


Sept. 11 , 
New York Central dividend meeting. 


Sept. 17 “a 
American Telephone & Telegraph dividend 
meeting. 


Sept. 18 
eading Co. dividend meeting. 


Sept. 20 
Great Northern dividend meeting. 


Sept. 21 

American Can serial notes mature ($3,- 
Sept. 24 

Anaconda dividend meeting. 

Central Leather dividend meeting. 

General Motors dividend meeting. 


Sept. 25 
Northern Pacific dividend meeting. 
Pittsburg Coal dividend meeting. 
Westinghouse Electric dividend meeting. 


Sept. 26 
Inspiration Copper dividend meeting. 


‘Sept. 28 


iberty Loan (4th) campaign starts. 
United States Smelting & Refining dividend 
meeting. 
Oct. 1 
Baltimore & Ohio $10,500,000 notes mature. 
Oct. 8 
United States Supreme Court reconvenes. 
Oct. 9 
Southern Pacific special meeting. 
Oct. 19 
Liberty Loan (4th) campaign ends. 
Oct. 21 
American Can serial notes mature ($3,- 
000,000) . 
Nov. 9 
Last day for converting previous issues of 
Liberty Loan. 
Nov. 18 
Investment Bankers Annual Convention at 
St. Louis, Mo. 
Nov. 21 
American Can serial notes mature ($3,- 
Dec. 1 
United States Rubber Co. collateral trust 
$10,538,000; General Rubber $9,000,000 de- 
bentures ; and Morgan & Wright $3,268,000 
debentures mature. 
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Colorado Fuel and [ron Expanding 


Company Starts Operating By-Product Coke Oven Plant— 
Gross Business at Record Figures— 
Common Stock Dividend 





By PRESTON S. KRECKER 





PECULATIVE interest in colo- 
rado Fuel & Iron Co. common 
stock, which resulted in a rise of 
20 points in its market value last 

Spring, was based partly on a current report 
that the Rockefeller controlling interest had 
been sold en bloc to a group of capitalists, 
who planned an ambitious future for the 
property. The report, like many another, 
proved untrue, for the Rockefellers, so far 
as can be learned, still retain their entire 
interest in. the Colorado property, and 
there is no evidence of any deal pending to 
relinquish it. 

However, aside from irresponsible rumor, 
there exist reasons for the revival of activity 
noted in this issue. Briefly, these may be 
enumerated as the following: 

(a) The company has nearly trebled its 
gross business in three years. 
~ (b) It has doubled its profit and loss sur- 
plus in the last two years. 

(c) It has paid off all accumulated pre- 
ferred dividends and that account now 
shows a clean slate. 

(d) It has inaugurated common stock 
dividends at the rate of 3 per cent. a year 
and is now paying at that rate. 

(e) It has constructed and now is operat- 
ing the only coke oven by-product plant, 
with one exception, west of the Mississippi 
River. 

(f) It has happily solved its industrial 
labor problems. 


Growth of Earnings 

In spite of the inherent handicaps which 
operate to its disadvantage in competing 
with rival corporations, the Colorado Fuel 
& Iron Co. has enjoyed its fair share of the 
industrial revival which has resuscitated so 
many companies in the last few years, as 
will be seen from an examination of its in- 
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come account since 1913 in Table I. That 
year it reported a surplus of $947,192 after 
distributing accumulated preferred divi- 
dends of 35 per cent., showing a balance 
after all charges and preferred dividends 
equal to 4.58 per cent. on the common stock. 

The outbreak of the European war the 
following year proved disastrous to the 
company, showing a deficit for fiscal period 
ended June 30, 1914, of $985,968. Nor 
did it recover entirely from the depression 








TABLE I—COLORADO FUEL—EARNINGS 
IN TEN-YEAR PERIOD. 


Net 
Earnings 
$2,553,367 
2,901,011 
3,742,615 
3,478,349 
3,772,282 
3,620,266 
1,073,770 
1,765,058 


4,346,086 
8,233,318 


Gross 

Earnings 
1908. . . .$22,099,880 
1909.... 20,344,631 
1910.... 23,639,813 
1911.... 22,934,685 
a 
| 
1914.... 


Surplus 
$294,365 
858,376 
1,506,819 
1,259,632 
1,701,229 


17,803,025 
1915.... 16,578,040 
1916.... 25,626,605 
1917.... 40,004,883 


*Deficit. 


3,219,469 








during the ensuing twelve months, as evi- 
denced by a deficit for that period of $334,- 
661; but as this decreasing deficit plainly 
foreshadowed, the turn had been made and 
the company’s affairs again were on the 
mend. The following year the management 
succeeded in increasing the gross volume of 
business nearly 50 per cent., trebled net 
earnings and out of these paid back all ac- 
cumulated dividends on the preferred stock, 
then amounting to 60 per cent., and never- 
theless was able to report a surplus for the 
year of $4,346,086. 

Last year was the biggest year so far en- 
joyed by the Colorado Fuel’ & Iron Co. Its 
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gross sales totaled the unprecedented 
amount of $40,004,883, a gain of 60 per 
cent. over those of the preceding fiscal 
period, while net earnings were doubled, 
balance after preferred dividends being 
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equivalent to 11.15 per cent. on the common 
stock compared with 5.97 the previous year. 

A year ago the company decided to 
change its fiscal year so as to coincide with 
the calendar year, which somewhat con- 
fuses the comparative statistical position. 
Figures for the six months from June 30, 


1917, to December 31, 1917, show that 
gross business was maintained at the same 
average volume as the previous fiscal year 
and that the ratio of net was also main. 
tained. But during the new year inaugu- 
rated with last January the company prom- 
ises to eclipse past performances. While 
statistics for the second quarter of the year 
are not yet available, those for the first 
quarter, ended March 31 last, show a dis- 
tinct gain over the previous quarter and es- 
tablish new high records for both gross and 
net. Reservations for taxes were on the 
same scale virtually as for the last six 
months of 1917. 

Statistics of earnings for the last two 
quarters for which figures are available are 
shown in Table II. 

An important plant expansion from 
which the management expects much be- 
came operative July 1 of this year when 
the company started its by-product coke 
plant. Appropriations for this plant were 
made a year ago, but completion was de- 
layed by tardiness in the delivery of a com- 
paratively small amount of materials re- 
quired in the construction, owing to de- 
mands of the Government, as well as to ab- 
normal traffic conditions in the East. After 
being compelled to defer opening of the 
plant last Fall and again this Spring, the 
company at last was able to announce that 
operations were begun’ the first of July. 

This plant will enable the company to 
save by-products of coke such as toluol, 
benzol and valuable oils which heretofore 
escaped in the form of gases. This plant 
is the only by-product coke plant west of 
the Mississippi River, with the exception 
of a by-product plant operated by the La- 
clede Gas Co. in St. Louis. It is predicted 
that this plant will prove its earning power 
from the very start, as its products are re- 
quired for prosecution of the war. Benzol 
is a valuable substitute for gasolene. 

Industrially, the situation at Pueblo, 
Colo., where the steel plants of the com- 
pany are located, as well as that at its ore 
and coal mines in Colorado, Wyoming and 
New Mexico, is entirely satisfactory except 
for scarcity of labor. The much advertised 
troubles with the I. W. W. a few years ago 
gave an exaggerated idea of the actual ex- 
tent of the differences between the com- 
pany’s management and its employes, but 
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such as it was, that agitation has died out 
and Colorado Fuel’s workers are contented 
and prosperous. The company has taken 
cognizance of increased costs of living and 
on November 1, 1917, put into effect ad- 
vances in wages and salaries of all em- 
ployes except officials, which add approx- 
imately $2,500,000 to the annual payroll. 

No amount of industrial contentment, how- 
ever, can overcome the handicap to which 
Colorado Fuel & Iron is subject owing to 
its isolation from the consuming markets of 


TABLE 








II—COLORADO FUEL—INCOME 
ACCOUNT. 


Quarters Ended— 
Dec. 31,1917 Mar. 31, 1918 
$11,931,230 

2,348,281 

131,989 


Gross Sales 
Net Earnings 
Other Revenue .. 240,792 
$2,334,763 $2,480,270 
793,947 756,220 
° 491,735 


$1,540,816 $1,232,315 
296,719 


$935,596 





Gross Income 
Charges and Taxes... 
Depreciation ......... 





Net Income 
Dividends 





$1,244,095 


*Apparently no allowance for depreciation. 








the world. This disadvantage is height- 
ened by the distances over which it must 


haul ores for its own mills. Its remoteness 
from the Pacific as well as the Atlantic 
Coast compels the Colorado Fuel & Iron 
Co. to meet long haul cost of shipment in 
competing with other manufacturers more 
favorably located—and yet it is an inter- 
esting fact that the company recently com- 
pleted an order for steel rails for the Dutch 
government. 


Investment Position 

With the exception of the two years 1914 
and 1915 the Colorado Fuel & Iron Com- 
pany has earned its fixed charges every 
year of the last ten. The average annual 
rate has been 1.23 times these charges. Bal- 
ance for $34,235,240 common stock aver- 
aged 3.6 per cent. annually for the ten-year 
period and was 11.15 per cent in 1917. 
Earnings the last six months of the calen- 
dar year were at the rate of $9.14 a year 
per share on the common stock after deduc- 
tions for interest, taxes and preferred divi- 
dends, They are running at a higher rate 


* the high of the year. 


for the current year. Balance for common 
stock after dividends at the end of the first 
quarter was $1,192,315, which was equiy- 
alent to 3.48 per cent. on the common stock 
or at the rate of 13.72 a year; but this fig- 
ure may be modified by increased taxation. 

Surplus of the company carried in profit 
and loss account was $7,689,875 at the end 
of 1917, and the balance of $935,596 car- 
ried over from earnings for the first quarter 
of the current year brought profit and loss 
surplus up to $8,625,471 after liberal al- 
lowances for taxes and depreciation. How- 
ever, the company is heavily burdened with 
funded debt totalling $49,968,000, and 
adding to this its $32,235,240 common 
stock and $2,000,000 preferred, brings its 
total capital obligations up to $84,203,240, 
against which surplus of $8,625,471 does 
not match as a safe margin for a company 
which was unable to earn its fixed charges 
two successive years only three years ago. 

Dividends on the common stock were in- 
augurated June 30, 1917, when 3 per cent. 
for a year to end with the March quarter 
of 1918 were declared. Dividends at the 
same rate of 34 of 1 per cent. have been 
declared on the common stock for the June 
quarter of the current fiscal year. 

Last May Colorado Fuel common stock 
advanced to 54%, which so far has been 
Since then there has 
been distribution of stock previously accum- 
ulated which has caused a reaction of 
about 8 points from the top. It sold at the 
highest price in its history in 1915 when it 
touched 6674, and the low in recent years 
was 20% in 1914. 

Colorado Fuel & Iron belongs in that 
class of industrials which, undoubtedly, 
will continue to make good earnings as 
long as the war lasts. Looking at the issue 
from a long-pull investment standpoint one 
dogs not find a great deal to recommend it 
at its present price of 47 on the basis of 
pre-war earnings. The company is over- 
bonded and after the war its earnings will 
undoubtedly decline sharply. While the 
stock will probably sympathize with the up- 
ward move in the steel issues which now 
seems in progress, there are other steel 
stocks, which, in the judgment of the writer, 
offer better investment and _ speculative 
prospects; such as U. S. Steel, Bethlehem, 
Midvale or Republic. 











Bonds of Seven Reorganized Rails 


Improved Financial Status— Analysis of Fixed Charges — 
Bonds Unaffected By Reorganization . 





By MEREDITH C. LAFFEY 





N the previous article on the re- 

organized roads, I endeavored to 

point out the improvement which 

' occurred in the three factors of: 
‘1. Reduction of Funded Debt. 

2. Increase in Property Investment. 

3. Gain in Current Assets over Current 
Liabilities. 

We may now summarize the figures cov- 
ering these features in Table I, which can 
fairly be taken as a guide to the improve- 
ment in the financial condition of these 
roads. 


that the reorganizations have been con- 
structed to fit the needs of the case but 
they naturally failed to establish an abso- 
lutely uniform degree of financial strength 
for all the roads. 

The real measure of how successful a 
reorganization has been, is not merely what 
has been accomplished along the line of the 
foregoing data, important though it be. The 
acid test lies in the relative ability of the 
property as reconstructed to earn its fixed 
charges. We give herewith a table and graph 
which show the number of times fixed 








TABLE I—SEVEN REORGANIZED RAILROADS 


Chicago, Rock Island & Pacific 
Missouri Pacific 

St. Louis & San Francisco 
Wabash 

Pere Marquette 

New Orleans, Texas & Mexico 
Western Pacific 


Ratio Which Im- 
provement Bears 


*Improvement in 
to Present Debt 


Financial Condition 
$83,522,156 


13,815,233 
127,862,943 


**$505,096,709 


* These figures are arrived at by adding together the decreases in funded debt, the increases in property 


investment, and the increases in net working capital. 


** This agers is equal to the total of the above items less the pre-reorganization debt of the New Or- 


leans, Texas 
and the New Orleans, Texas & Mexico figures above. 


Mexico for the reason that the decrease is included in both the St. Louis & San Francisco, 








The above total is indeed gratifying and 
illustrates in concrete form the remarkably 
bettered financial status of the reorganized 
roads. It represents no less than 59.3 per 
cent. of their present funded debt. The 
ratios of improvement must not be taken 
alone as the measure of the thoroughness of 
reorganization, for the degree of insolvency 
varied with the different roads. For in- 
stance, the Rock Island’s percentage is com- 
paratively small, but the company became 
insolvent by only a slight margin, and no 
very drastic action was required. At the 
other extreme, we have the Western Pacific 
which was bonded far in excess of the 
amount which its early earning power could 
carry. As a general rule, it will be found 


charges have been earned in recent years. 
In this connection we wish to again em- 
phasize the fact that although traffic was 
heavy in 1917 the cost of operation was ab- 
normally expensive and that the extraordin- 
arily gratifying gain which this table pre- 
sents is the record of what can be done not 
under ideal conditions, but in a year of 
difficulties as well as one of large traffic 
movement. 

Taking the concrete figures for these 
roads, we find that inthe year ended June 
30, 1915, they reported an ate deficit 
after fixed charges of $20,772,869. In the 
calendar year 1917 these same properties 
had a surplus of $33,935,536, assuredly a 
remarkable gain, notwithstanding that it 
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has well nigh been lost sight of in the blaze 
of tremendous industrial profits. 

In tracing the general trend of the quo- 
tations for the bonds of the reorganized 
roads, we may eliminate from considera- 
tion the issues which have been scaled down 
or exchanged for new securities. The bonds 
in Table III, which were unaffected in re- 
organization, will illustrate, however, the 
general market tendency of recently reor- 
ganized rails, at least with regard to the 
underlying issues. 

The average of the 1918 prices to date 
is just about 15 points below the high point 
of 1913 and about 12 points below the high 
point of 1917, in which these bonds com- 
pare very closely with the general movement 
of all railroads bonds, though relatively 
their changed investment status justified 
only a portion of their decline. 


as surely as the United States is going to 
progress. Railroad expansion must come. 
It has been checked until we find our 
facilities flooded. This condition cannot 
continue for ever, and the treatment accord- 
ed the roads will become sufficiently liberal 
to restore the prestige of railroad invest- 
ments and to bring out the billions required 
to keep transportation facilities abreast of 
the nation’s developments. Properly ap- 
plied, regulation will have a tremendous 
influence in stabilizing railroad securities, 
and will prove a boon rather than a burden. 

For the immediate future, the status of 
the reorganized roads is synonymous with 
the character of the contracts which they 
receive from the Government under the bill 
for federal control. The special conditions 
surrounding these properties during the 
three years ending June, 30, 1917, have led 








TABLE II—FIXED CHARGES EARNED, TIMES 


Calendar 


-——— Years to June 30th———— 


Chicago, Rock Island & Pacific 
Misouri Pacific 

St. Louis-San Francisco 

Wabash 


New Orleans, Texas & Mexico 
Western Pacific 


* Eight months. 
** Nine months. 


lusive of i bond interest. 





§ No interest on funded debt was paid during part of these periods, but for 


1913 
1.29 


1912 


1914 1915 1916 
1.30 Fa 


96 1.18 


2.06** 
3.72t 
2.53 


2.14 


comparative purposes a 


year’s interest on the present debt has been added to other charges in fixing this ratio. 








The new bonds issued in reorganization 
have had some sharp fluctuations and are 
now at levels which make them attractive 
purchases, although their character as 
junior liens, in the case of several bonds 
included in Table IV, gives them a some- 
what speculative character. 

These issues have declined about ten 
points from the 1917 high, as measured by 
the average of the 1918 high and low prices, 
so that here again the price range has cor- 
responded quite closely with the general 
railroad bond market action, but has re- 
sisted the decline a trifle better than the 
average of all railroad bonds. 

It is the abuse, the carrying to extremes, 
and chiefly the repressive tendency which 
has hurt the railways. But this defect in 
our regulation is going to be corrected just 


to the inclusion in the Railroad Control Bill 
of the following clause: 

“If the President shall find that the con- 
dition of any carrier was during all or a 
substantial portion of the period of three 
years ended June thirtieth, nineteen hun- 
dred and seventeen, because of nonopera- 
tion, receivership, or where recent expendi- 
tures for additions or improvements or 
equipment were not fully reflected in the 
operating railway income of said three 
years or a substantial portion thereof, or 
because of any undeveloped or abnormal 
conditions, so exceptional as to make the 
basis of earnings hereinabove provided for 
plainly inequitable as a fair measure of 
just compensation, then the President may 
make with the carrier such agreement for 
such amount as just compensation as un- 
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TABLE III-—BONDS UNAFFECTED BY REORGANIZATION 
1913 1914 1915 1916 1917 1918 
High Low High Low High Low High Low High Low High Low 
Rock Isl. Gen’l 4s 94% 82% 90 80% 86% 79 88% 82 9 73 71% 73 
Rock Isl. Ref. 4s 89 70 81 64% 71% 61 79% 63% 718% 59% 68% 62% 
Mo. Pac. Cons. 6s. 106%, 102 105 100 101% 92% 104 100 
Iron Mount. Cons. 5s.. 106 100 105 97% 102 93 103% 99% 103% 90 
Iron M. Riv. & Gulf 4s. 83% 716% 81% 65 73. 53 8 68 84 65 71 66% 
Frisco Gen’l 6s 114% 105 «112 «108 «110 105% 113 109 112%4 101% 101% 101 
Average 106% 101 105 96% 1045 97 106 103 106% 93 95% 92% 
Wabash First 5s 99% 92% 100 87 100 86 100% 98 101 81 86% 85 
Wabash Second 5s.... > 
99.95 91.19 97.47 87.63 93.69 83.42 97.11 90.36 97.81 82.67 86.86 83.69 


TABLE IV—NEW BONDS OF REORGANIZED ROADS 

1916 1917 
High Low High Low 

Missouri Pac. Ref. 5s °65 944% 92% 85 
= “ Gen. 4s 69 63% 68% 52% 
Frisco Prior Lien 4s 73% 67% 53% 

“ Adjustment 6s 89% 74 54 

“ Income 6s 65 39 39 
Pere Marquette Ist 5s mite. cSathatnie 17% 
New Orleans, Tex. & Mex. 6s 99% 99 93 
Western Pacific First 5s daha? 2 78 








67.93 55 62.92 





TABLE V—FIRST MORTGAGE BONDS 


Bonds Maturity Price Per Cent 
Chicago, Rock Island & Pacific Gen. 4s 74 5.40 
Missouri Pacific Cons. 6s 99 6.45 
St. Louis, Iron Mountain & Southern Cons. 5s 92 5.90 
Pacific R. R. of Missouri First 4s 80 5.75 
St. Louis & San Francisco Genl. 6s 101 5.95 
Kansas City, Fort Scott & Memphis Cons. 6s wa 101 5.95 
Wabash First 5s atk 5.60 
Pere Marquette First 5s 6.30 
Pere Marquette First 4s 6.45 
New Orleans, Texas & Mexico First 6s 7.10 
Western Pacific First 5s 6.40 


First Mortgage Divisional Bonds Yield, 


Maturity Price Per Cent 
Chicago, Rock Island & Pacific: 
Burlington, Cedar Rapids & Northern 5s 95 5.40 
Choctaw, Oklahoma & Gulf Genl. 5s................ ccc cceeeeees 98 7.00 
Choctaw & Memphis First 5s 93 5.45 
St. Louis, Iron Mountain & Southern: 
River & Gulf First 4s 71 


abash: 
Detroit & Chicago Extension 5s 
Omaha Division 3's 74 
Toledo & Chicago Div. 4s 80 
Pere oy 
Lake Erie & Detroit River 414s 80 
Collateral Trust 4s 90 


Maturity Price Per Cent 
67 7.60 
*St. Louis, Iron Mountain & Southern Unifying and Ref. 4s 15 7.35 
Missouri Pacific General 4s 58 7.10 
59%4 7.50 
81 6.40 
84 6.40 


Chicago, Rock Island & Pacific Ref. 4s 
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Income Bonds 


St. Louis & San Francisco Cum. Adjust. 6s 
St. Louis & San Francisco Income 6s 


*Partially a first mortgage issue. 
+Current income. 


Yield, 

Maturity Price Per Cent 
5 68 9.10 

49 $12.05 

46 10.85 








der the circumstances of the particular case 
he shall find just.” 

Under a liberal interpretation this clause 
would give the roads in every case an in- 
come far in excess of the interest on the 
fixed interest bearing debt. 

In conclusion, we believe that the fixed 
interest bearing bonds of the recently re- 
organized properties are covered without ex- 
ception by tangible property, and that they 
have moreover a substantial additional 
equity. We further believe that the holders 
of securities which are so covered will re- 
ceive adequate protection from the state and 
federal regulatory and rate-making bodies, 
which cannot fail to perceive that the stimu- 
lation of railroad transportation is an abso- 
lute essential to national prosperity. So far 
these commissions have been rather back- 


ward scholars, but the American public, es- 
sentially fair minded when it has learned 
the facts of a case, will see that the com- 


missions accord the railroads the same 
justice which the courts give to an indi- 
vidual. 

The bonds of our railroads are still as a 
class the best, most stable corporate secur- 
ities in the world. The investor should, 
however, select with keen discrimination 
and endeavor to combine with the usual 
features of a sound investment, a liberal 
return and prospective appreciation in 
value. He can do so to no better advantage 


than by the judicious selection from the list 
of bonds of the recently reorganized proper- 
ties for the investment of a portion of his 
funds. 4. 


SEVEN REORGANIZED RAILROADS 
TIMES CHARGES EARNED 
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toui* 1912" 1915" 1914" 1915" I9nG* W916" I9IT7* 
- *Yeors Ended June 30th 
* Calendar Years. 











In Table V these bonds are classified 
with current quotations and yield to 
maturity. 

In the next issue, the writer will discuss 
the stocks of these reorganized roads. 











MARKET STATISTICS 


Dow-Jones Avgs. 
20Rails High 
82.19 71.32 
82.46 
82.30 
82.99 
82.81 
82.97 
82.80 


20 Inds. 
80.58 
81.71 
81.45 
82.92 
82.31 
82.29 
81.22 
80.51 
80.93 
81.28 
$1.51 
$1.49 


Monday, July 
Tuesday, 
Wednesday, “ 
Thursday, 
Friday, 
Saturday, 
Monday, 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 
Saturday, 


50 stocks 

Low 
70.48 
71.23 
71.38 
71.70 
72.05 
72.13 
71.47 
71.10 
71.14 
7161 
71.68 
71.81 


issues) 
168 
154 
154 
121 
135 
130 
175 
165 
164 
156 
160 
109 


Total Sales 
450,700 
330,300 
255,600 
149,670 
496,200 


71.75 
71.69 
72.56 
72.75 
72.32 
72.17 
71.80 
71.71 
72.07 
72.15 
72.12 
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N atau Lead’s Mining Profits 


Subsidiary Mining Company Makes Up for Decreased Do- 
mestic Demand—vU. S. Cartridge Company— 
Rating of Company’s Securities 





By J. G. DONLEY, JR. 





AILROADS have always striven 

for tonnage diversity—that is, a 

wide variety of goods carried— 

as a point of strength and sta- 

bility during periods of special depression 

in certain lines of business. Earnings 

stability has long been a characteristic of 

telephone and telegraph companies where 
a great expanse of territory is covered. 

It has remained for the National Lead 
Company to find a bulwark of strength in 
what had always been regarded as a mere 
side line. National Lead’s main business 
has always been the manufacture and sale 
of white lead, trade-marked by the well- 
known “Dutch Boy,” but when the war 
brought about a severe curtailment of this 
industry it was found that the company’s 
mining and smelting operations and the 
manufacture of basic lead sulphate were 
capable of bringing in profits theretofore 
unthought of. It was the high price of 
pig lead, fully as much as the tendency 
toward war economy, that checked the con- 
sumption of white lead and other manu- 
factured lead products, and it was this 
same advance in the price of lead and the 
big demand for war purposes that brought 
mining profits up to an important place in 
the income account. 

The white lead business has fallen off 
fully 55 per cent in volume, while the 
profits from this source have declined even 
more heavily, yet the increase in mining 
profits has been sufficient to offset this loss. 

The St. Louis Smelting & Refining Com- 
pany, all of the stock of which has long 
been owned by the National Lead Com- 
pany, was the subsidiary through which the 
mining and smelting operations were con- 
ducted, and up to the latter part of 1917 


none of its earnings or accumulated surplus - 


was shown in the financial statements of 
the parent company, excepting amounts re- 
ceived in dividends. It was decided last 
year, however, that there was no good rea- 


son why this organization should be kept 
as a separate corporation and therefore it 
transferred all its properties, excepting the 
smelting works, the basic lead sulphate 
plant, and some minor properties, to the 
National Lead Company at what was con- 
sidered their fair value. 

In the words of the annual report, “It 
declared all of its surplus in dividends. It 
then reduced its capital stock from $2,000,- 
000 to $500,000 and declared a capital 
dividend of $1,500,000. The properties, 
securities and cash received by the National 
Lead Company in the transaction are dis- 
tributed in the statement under the several 
appropriate headings. The stock of the 
St. Louis Smelting & Refining Company 
formerly carried on the books of the 
National Lead Company at the cost there- 
of, $1,658,287.91, is now carried at $500,- 
000. The surplus of the St. Louis 
Smelting & Refining Company declared in 
dividends, amounting to $4,071,148.35, 
necessarily appears on the books of the 
National Lead Company as a part of its 
earnings in the year 1917. It really rep- 
resents the accumulated earnings, not de- 
clared in dividends, of the St. Louis 
Smelting & Refining Company since its 
organization, All the capital necessary to 
the operation of the properties acquired 
from the St. Louis Smelting & Refining 
Company will be necessary to the operation 
of the same properties as a department of 
the National Lead Company.” 


Earnings 

It is necessary to do a little figuring to 
discover just what National Lead actually 
earned in 1917. This may be approxi- 
mately arrived at by adding to the $4,896,- 
953 net earnings, as shown in the incom« 
account, the extraordinary charges repre- 
sented by an increase of $200,000 in the 
“insurance fund,” and $2,100,000 in the 


. “plant reserve,” making total net of $7,- 
(658) 
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196,953, after deductions for maintenance, 
repairs, etc. When from this total the 
amount of the dividend received from the 
St. Louis Smelting & Refining Company— 
$4;071,148—is subtracted, there is left 
$3,125,805, which may be assumed to 
represent the actual net earnings of 1917. 

It develops then that the National Lead 
Company really earned only 6.87 per cent 
on its $20,655,400 common stock in 1917, 
instead of the 15.45 per cent which appears 
to have been the amount of net profits at 
first glance. These actual earnings com- 
pare with the 6.16 per cent available for 
the common stock in 1916, and 4.86 per 
cent in 1915, and show that the increased 
profits of the mining business—received as 
dividends—more than made up for the 
decrease in profits from the manufacture 
and sale of white lead. 

In the balance sheet, while net working 
capital is shown to have increased from 
$12,107,258 in 1916, to $13,070,787 in 
1917, absorption of the mining company’s 
cash assets is most plainly revealed in the 
abrupt increase in reserves. This item, 
which stood at $700,000 in 1916, and 
$300,000 in 1915, is reported as $3,293,241 
(including $493,241 tax reserve) in the 
1917 balance sheet. It also shows up in 
the pronounced gain in profit and loss sur- 
plus which is moved up from $6,183,113 in 
1916, to $8,341,564 in 1917. 

The apparent jump in the earnings of 
the National Lead Company in 1917 is 
portrayed in the graph, which shows the 
per cent earned and paid on both the 
$24,367,600 preferred stock, and the $20,- 
655,400 common, over a period of ten 
years. 

For the first time in its history the com- 
pany published a consolidated balance 
sheet along with its usual financial state- 
ments for 1917. This furnishes material 
for some interesting deductions as to the 
status of subsidiaries. The difference be- 
tween the profit and loss surplus of $15,- 
015,425, as reported in this statement, and 
the surplus of $8,341.56 shown in the 
general balance sheet—$6,673,861—repre- 
sents the accumulated earnings, not de- 
clared in dividends, since the acquisition 
of the subsidiary companies in which the 
National: Lead Company owns all of the 
capital stock. This undistributed surplus 
of subsidiaries figures out at $32.31 a share 
on National Lead common, The total sur- 


plus, as shown in the consolidated account, 
amounts to nearly $73 a share. 

The aggregate of net working capital, as 
reported in the consolidated balance sheet, 
is equal to more than $116 a share on 
National Lead common. 

In connection with the study of asset 
values the following quotation from the re- 
marks to stockholders made by President 
Edward J. Cornish in the latest annual 
report is worthy of close consideration: 
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“It. is a conservative statement to say 
that at the present time the physical value 
of the assets owned by the National Lead 
Company, exclusive of good will and in- 
tangible assets, exceeds the amount of the 
capital stock outstanding, both preferred 
and common.” 


U. S. Cartridge 

The United States Cartridge Company 
is a much over-rated appendix of the Na- 
tional Lead Company, although it is pre- 
sumably a prosperous little concern. But 
it is a little concern, and National Lead has 
only a half interest in it. A comparison of 
its recent balance sheets is furnished in the 
table herewith. Its total assets are only a 
little more than one-tenth of the sum shown 
in the big concern’s consolidated statement, 
so that taking into account the half interest, 
it represents about one-twentieth of Na- 
tional Lead’s combined assets. Taken at 
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its book value the holdings of this stock 
($400,000 par value) would not amount to 
much more than $7 a share on National 
Lead common. 

Its finances were in a deplorable state 
when the war came along and pulled it out 
of a bad hole. About $500,000 in bor- 
rowed money had been spent in fruitless 
attempts to build up its business. Even 
at the close of 1915, as revealed in the 
table, there was an-excess of current liabili- 
ties over current assets of fully $1,176,084. 


But before the new plants had reached 
the producing stage, copper had gone up 
from 13 to 35 cents a pound; antimony, 
from 6 to 36 cents, and lead, from 4 to 11 
cents. The United States Cartridge Com- 
pany was able to realize some profit on its 
first big contract because it had an inside 
track on the supply of raw materials, but 
less fortunate concerns went down to dis- 
aster. Incidentally, it may be said that it 
was able to do the best work of any on this 
early war business. 








UNITED STATES CARTRIDGE CO. 
(Comparative Balance Sheet.) 


Machinery 

Cash and Debts Receivable 

Manufactures and Merchandise 
SEE ER ae 
Miscellaneous 


Net Working Capital 


*$1,176,084 


1916 
$514,358 
467,573 
1,548,552 
3,458,417 


$6,456,473 
$1,763,369 


$8,281,778 
$2,197,621 


Liabilities 


Capital Stock 
Accounts Payable 
Floating Debt 
P. & L. Surplus 


$800,000 
3,937,777 


$800,000 
1,668,600 
1,575,000 
2,412,873 


$6,456,473 


$800,000 
1,691,459 
3,150,000 
2,640,319 


$8,281,778 


*Excess of current liabilities over current assets. 








But added plant capacity and the develop- 
ment of a real earning power has so 
changed this situation that at the end of 
1917, there was net working capital, or a 
balance of current assets over liabilities, of 
$2,197,621. In the meantime, however, 
ithe concern’s floating debt has grown to 
$3,500,000, mostly owed to the National 
Lead Company. 

The growth of the cartridge concern as a 
producer is an interesting page in the his- 
tory of American preparedness—not at all 
a popular process at its outset. 

When the war came, the United States 
Cartridge Company was knocking along, 
turning out between 25,000 and 50,000 
cartridges a day and having difficulty in 
selling them. Then came representatives 
of the British Government with big con- 
tracts and a loan of $1,500,000. In ten 
months two large plants had been con- 
structed amd the daily outturn of cartridges 
had jumped to a milfion. 


In spite of all this seeming prosperity 
the cartridge concern has paid no divi- 
dends, and it has been officially stated that 
there will be no dividend declared_in the 
near future. Its cartridge making ma- 
chinery will be of doubtful value after the 
war; its new buildings are on short-leased 
land, and while its profits will be large in 
proportion to its capital stock, its tax pay- 
ments will, by the same token, be very 
heavy. In proportion to its volume of 
business its profits will not be large; recent 
Government orders have been booked on a 
basis of cost, plus 10 per cent—the com- 
pany to get 5 per cent now, and the balance 
after the war. 


Rating of Securities 


National Lead preferred is a 7 per cent, 
cumulative issue, on which dividends have 
been regularly paid since 1893. The com- 
pany has no bonds or notes outstanding, 
and the preferred issye, we]} backed by 
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tangible assets, takes rank as a high-grade 
industrial investment, although it is not 
particularly attractive around the present 


latterly been conservative and the 5 per 
cent may be regarded as reasonably perma- 
nent. 


Through the absorption of its mining 
subsidiary it has come into possession of 
funds which might under favorable condi- 
tions form the basis for extra payments. 
Even if the war is prolonged considerably 
longer, its white lead business may not be 
expected to suffer more than it has, for it is 
already down to actual necessities. On the 
other hand, its mining profits and its equity 
in the cartridge concern will grow as long 
as the war lasts. Around the present price 
of 59, the common stock, all things con- 
sidered, seems to offer interesting specu- 
lative possibilities. It sold as high as 94 
back in 1909, and reached 953% in 1906. 


price—about 104. 

National Lead common has not been a ' 
consistent dividend payer. In February of 
the current year the rate was raised to 5 
per cent, after having stood at 4 per cent 
for the preceding two years, while 3 per 
cent was paid from 1911 to 1915, inclusive. 
It has a strong asset position, but its future 
is closely concerned with trade conditions. 

As has been pointed out, the company 
has been able to nullify the adverse effects 
of war conditions upon its principal line of 
business, and it may be expected to be 
helped rather than injured by a return to 
peace conditions. Its management has 








. PEDER PAULSON. OIL KING 


The Wichita Eagle in a recent issue had the following to say regarding Peder 
Paulson, the owner of the famous Paulson farm in the Towanda pool of the 


Eldorado district, the lease on which is owned by Empire Gas & Fuel Company: 


It is said that less than ten years ago Mr. Paulson was trying to get rid of his farm in 2-26-4, 
Butler county, and that one day a stranger came through the country looking for a location, and 
driving a span of good mares hitched to a prairie schooner. According to the story, Mr. Paul- 
son offered his farm in an even swap for the mares and schooner. Mr. Paulson and the stranger 
“dickered” all day on the deal, the stranger refusing to make an even trade, and finally drove 


away, leaving Mr. Paulson and his farm behind. 


The other story is to the effect that two weeks ago Mr. Paulson was offered four million 
dollars “in coin of the realm” for one-half of his one-eighth interest in the lease, which is the 
same farm he tried to trade for the mares <nd “schooner.” Mr. Paulson has not yet accepted 
the offer, but it is said that he has the offer under consideration, and he may accept it and 


he may not. 


Mr. Paulson’s wealth has not turned his head, and, according to his neighbors, he is the 
same Peder Paulson that he was in the days when he was trying to trade his farm in order to 
get a more desirable location. During the last Liberty Loan campaign it is said that he was the 
most liberal subscriber in Butler County, having taken $175,000 worth of bonds, and in addition, 
has been a liberal subscriber to every other cause that has come before the people. He still 
lives on his other farm, near Whitewater, and takes the same interest in its management that he 
did in the days when he was forced to depend on production of corn instead of oil, for a living. 

















Right and Wrong Methods In Invest- 


ment and S peculation 


XVIII—By Studying the Methods of Insiders You Can 
Become an Insider 





By RICHARD D. WYCKOFF 





T is the general impression with the 
b-4 public that insiders know what 
the market will do in future, and 
: that they are particularly well in- 
formed as to the coming market gyrations 
of their own stocks. This is a century-old 
theory, quickly dissipated as soon as one 
comes in contact with those who are really 
influential in the market, whether they be 
bankers working alone or in concert with 
other bankers, or merely large operators 
whose purchases and sales make a distinct 
impression upon price movements. 

In an ordinary manufacturing or other 
commercial business the head of the house 
never knows when he will be faced with an 
acute demand for money, a strike, inter- 
ruption of supply or falling off in demand, 
any more than he knows the times when in 
the future demand will greatly exceed his 
ability to supply. In commercial lines 
there are numerous factors which influence 
business one way or the other, but to an ex- 
tent these factors are limited, because they 
are confined to the comparatively few which 
relate directly or indirectly to that line. 

In the security market, prices are influ- 
enced by world events, unlimited in num- 
ber, and they are further influenced by the 
human element which does the bulk of the 
buying and selling. The very largest bank- 
ing houses, headed by men of the greatest 
wealth, experience and foresight, are totally 
unable to visualize what may happen in the 
future. They make their plans which, 
owing to their broad experience and far- 
sightedness, are laid out in a general way 
months and years ahead. But they never 
know when these plans will have to be al- 
tered or completely reversed on account of 
new situations which arise. 

So far as their commitments go, and these 
run into hundreds of thousands of shares, 
they must necessarily make them at a time 
when other people are discouraged or 
frightened into selling. These bankers do 


not try to frighten or discourage people. 
The periodical depressions and _ scares 
which come along every few years with as- 
tonishing regularity have this effect upon 
the public mind and the bankers simply 
take advantage of it. This is a perfectly 
ethical proceeding. There is no more 
ground for criticism of a banker who buys 
heavily during a panic than of a real estate 
operator who buys when property is being 
sacrificed. On the contrary, such purchases 
help to allay the panic and are therefore a 
great benefit to all security holders. 


How to Buy 


You can buy at the same time the bank- 
ers are buying if you will prepare yourself 
in the following ways: 

(1) You must be a student of the long 
swings of the stock market, and you must 
know the conditions that bring about the 
extremes of panics and booms, so that you 
can judge for yourself when it is time to 
buy. Any one can learn this and be more 
and more successful as time goes on. 

(2) You must provide yourself with the 
money necessary to make such purchases, 
and it is best to plan to buy outright be- 
cause in some panics (such as in 1907) no 
broker will execute orders on margin. Ac- 
cumulation of funds in anticipation of com- 
ing buying opportunities may be done as 
described in that highly educational little 
book, “A Specialist in Panics.” 

(3) It will be of no avail for you to have 
the knowledge of when to buy, and the 
money with which to buy, if you do not 
have the courage to give the order at what 
appears to you the psychological moment. 
Courage is something that has to be culti- 
vated. It is not easy to buy when every- 
thing is “going to the dogs,” as it appeared 
to be last December, when many of the best 
informed people in Wall Street missed a 
splendid buying opportunity for this very 
reason, but by doing so you become an in- 
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sider, because you are buying when the in- 
siders buy, and to know how to do this is to 
have inside knowledge. 

Buying by large banking houses is gen- 
erally done in two sections, divided into the 
pertod of actual panic and the depression 
which follows after the first rebound from 
the extreme low. In the panic, which is 
produced by fright on the part of security 
holders, stocks and bonds are hurriedly sold 
for what they will bring. Great quantities 
are thus sacrificed in a short space of time, 
usually about three days. Buying by bank- 
ing houses, other large operators and by the 
educated class of the investment public, 
finally checks the headlong plunge of prices 
and the subsequent temporary recovery 1s 
the result of short covering and the follow- 
ing up of these investment purchases. 

Then follows a sagging off and as prices 
approach the low level again, a new short 
interest is generated and everybody again 
becomes intensely bearish. Just as a person 
recovering from severe illness does not 
jump out of bed and run a mile, but after 
the crisis emerges into a state of convales- 
cence, so the market as a rule goes through 
a long period of dull, dragging sessions, 
when no one has the courage to buy. It is 
not yet apparent what influences will change 
the existing bearish situation. 

It is an old axiom that people are more 
easily discouraged than frightened, and it 
is the discouragement of these long weary 
weeks that induces so many people to part 
with their holdings. This interval, there- 
fore, furnishes the second opportunity for 
accumulation on a large scale, and it is dur- 
ing this time that bankers, knowing that the 
panics and depressions contain the seeds of 
a bull market, make the final purchases. 

In the meantime there is a certain 
amount of the same sort of wise buying by 
individual investors who have been through 
similar experiences and who know that 
eventually securities bought way below 
their value will yield a profit. The effect 
of these two influences is to more or less 
exhaust the supply of stocks at this level, 
because the people who have been sellers 
cannot liquidate more than once, and as 
this kind of pressure gradually diminishes, 
a sold-out market develops. 

The technical situation is thus trans- 
formed by the panic and the depression into 


one of great soundness, and the market is 
in a position to respond to any favorable 
influences that come along. A little buying 
then starts prices on the second stage of the 
bull market, which is the marking-up 
period. Investors and traders begin to look 
around and acknowledge that occasionally 
there is a ray of sunshine where formerly 
existed the deepest gloom. A few pools are 
formed, and these start working up their 
specialties. A gradual recovery, generally 
running over several months, brings the 
market back to a point where it has made 
up perhaps one-third of the lost ground. 

At any of these later stages, when the 
symptoms definitely point to a change for 
the better, you and the other insiders would 
be justified in adding to your lines—that is, 
if you bought outright in the first instance, 
you could use your certificates or bonds to 
finance additional lots. 

If I judge the situation correctly at the 
present time, some of the largest interests 
in the Street are not buying. The lines of 
stocks which they accumulated in 1914 and 
1915 were sold in the bullish excitement of 
1916 and 1917. They are now looking for- 
ward to the time when the termination of 
the war will lead to another great period of 
either panic or depression or both, in which 
all corporations and the prices of their se- 
curities will be adjusted to new conditions. 

We have already witnessed a change in 
the possession of the striking power on the 
Western Front. With this in the hands of 
the Allies and with their growing strength, 
the natural expectation is that Germany will 
finally be conquered. As soon as the be- 
ginning of the end can be forecasted within 
six months or a year, the market will begin 
to discount peace, and that means prices 
should decline. 

A bargain opportunity is therefore ap- 
proaching. 

It may be some months or years away, 
but it should be availed of by those who 
wish to operate for the long swings and who 
have, or will acquire in the meantime, 
money, knowledge and courage. 

Whether prices will go as low as in the 
bargain periods of 1914, 1907 and 1903, is 
very much in doubt. It is well worth wait- 
ing and preparing for. That is what the in- 
siders are doing and what you should do 
also if you would become an insider. 


(Series to be continued.) 
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BALTIMORE & OHIO—Subsidi Ap- 
plies to Issue Bonds—Staten Island Rapid 
Transit applied to Public Service Commis- 
sion on July 10, 1918, for permission to issue 
$1,500,000 bonds, being balance remaining 
under refunding mortgage of $5,000,000 ex- 
ecuted in 1905. Application states that pro- 
ceeds are to be applied to payment of like 
amount of indebtedness to Baltimore and 
Ohio for cash advances for necessary con- 
struction work. All of $500,000 capital 
stock of Staten Island is owned by Balti- 
more and Ohio. 


BOSTON & MAINE R. R.—Report— 
Earnings showed marked improvement in 
earnings during April, May and June. At 
the end of the first quarter of 1918, road was 
struggling under an operating deficit of 
close to $1,500,000. At end of April, com- 
pany earned a net operating profit of $516,- 
463.- Operating ratio that month was 82%, 
a drop of 29% from that of January. May 
did even better with a net operating profit 
of $589,360. Thus in two months the road 
decreased its deficit, from $1,492,718 to 
$386,895. A June profit of over $600,000 
should leave a balance of approximately 
$225,000 net for the quarter. 


BUFFALO & SUSQUEHANNA—Divi- 
dend Situation—Action of Railroad Ad- 
ministration upon dividend is not encourag- 
ing to holders of stocks in recently reor- 
ganized railroad companies. Buffalo & 
Susquehanna earned 16% upon its common 
in 1917, 12% in 1916, and 7.3% in 1915. If it 
were to receive from Government as rental 
average net operating income of three years 
ended June 30, 1917, compensation that was 
promised all roads in President’s proclama- 
tion of December 26 last, it would have 
equivalent of about 11% upon common. It 
asked permission to continue its 7% com- 
mon dividends, which would have absorbed 
65% of balance of its income on three-year 
basis after allowing for interest charges and 
preferred dividends. Railroad Administra- 
tion answered with permission to pay 5%, 
or 45% of such balance. Case presented no 
question of advance of money from Gov- 
ernment to meet dividend payment even 
temporarily, but company had the neces- 
sary funds in hand. Railroad Administra- 


tion intimates that it may reconsider this 
decision at some later date. Just what 
considerations might move it to alter al- 
lowed dividend rate, there is no present 
means of knowing. 


CANADIAN NORTHERN—Exchange 
for Guaranteed Notes—Holders of #£2,000,- 
000 5% secured notes maturing Aug. 12, 
1918, are given option of converting into 
notes of £2,000,000 5% guaranteed secured 
notes to bearer taken at 9844%, receiving 
balance of 1%% in cash as well as coupon 
falling due on Aug. 12 next. New notes 
maturing Aug. 2, 1921, will carry full half- 
year’s interest due Feb. 2, 1919, and will be 
unconditionally guaranteed as to principal 
and interest by Government of Dominion 
of Canada. To be effective, option must be 
exercised and old notes deposited. 


CHICAGO & EASTERN ILLINOIS— 
Sale Postponed—Of property originally set 
for Sept. 4, 1917, and which has been post- 
poned several times, last date being July 9, 
has been postponed again for 90 days. 


CHICAGO, MILWAUKEE & ST. PAUL 
—Terminal Facilities—Will be improved at 
Ottumwa City, Iowa. Work includes 200,- 
000 cubic yards of grading for yards, num- 
ber of new buildings, 55,000 feet of new 
track, pumping station, filter plant, pipe line, 
70,000-gallon tank, and an 18-stall engine- 
house, boiler house, etc. Total cost about 


CHICAGO, ST. PAUL, MINNEAPOLIS 
& OMAHA—Buys Locomotives—Ten large 
electrical locomotives are being constructed 
by Westinghouse for use on east end of 
electrified road in Montana. These engines 
will cost more than $110,000 each. 


« CINCINNATI, FINDLAY & FT. 
WAYNE—To Continue Operations—After 
having suspended operations, road is to con- 
tinue under recent order of R. R. Adminis- 
tration. 


COLORADO MIDLAND—Receiver Ap- 
pointed—District Judge J. W. Sheafor, in 
Colorado Springs, appointed President A. 
E. Carlton as receiver for property and or- 
dered him to stop operation of road, after 
due notice, probably on or about Aug. 5. 
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GRAND TRUNK—To Continue—Finan- 
cial and railway circles are keenly interested 
in fact that Messrs. Meighen and Calder, mem- 
bers of Premier Borden’s cabinet who went to 
London to negotiate taking over of the Grand 
Trunk Railway and all subsidiary corporations 
by Government, have returned with announce- 
ment that directors have concluded to a 
on road in spite of its financial difficulties. 
special session of Parliament has been talked 
of for Summer to settle various problems. 
Financiers, however, cannot understand how 
Grand Trunk can discharge its obligations to 
Government unless it has some financial con- 
cessions of large magnitude, and Government 
is said to be hostile to any compromise. 


ERIE—Report—Balance for 1917 was 
$846,967 as compared with $5,145,744 in 1916. 
Equivalent to $1.76 a share first preferred 
stock. In preceding year after allowing for 
full dividend requirements on first and second 
preferred stocks balance was equivalent to 
$2.30 a share on $1,123,789 shares of common 
stock outstanding. Annual financial statement 
is interesting in that it reveals large dividends 
paid into road’s treasury by Pennsylvania Coal 
Company, whose capita! stock it owns. There 
is no definite statement to show that Erie re- 
ceived anything from Pennsylvania Coal 
properties except that “other income,” which 
increased $4,933,006 over preceding year, must 
have been swelled from that source. This 
represents a 100% dividend on $4,910,600 of 
the Pennsylvania stock owned by Erie. This 
revenue from Pennsylvania Coal Company 
doubtless represents the accumulation of sev- 
eral years’ profits and confirms what was pub- 
lished about a year ago, that Erie would re- 
ceive a large sum from this source some time 
this year. 


LOUISVILLE & NASHVILLE — In- 
come Decreases—Operating income for 
May was $1,529,195, a decrease of $233,391 
from 1917. Operating income for 5 months 
ended May 31 was $7,451,284, a decrease of 
$630,059 from 1917. 


NEW YORK CENTRAL — Tonnage 
Heavier—Last month company handled 
heavier tonnage and more cars of ore than 
in record breaking month of June, 1916. 
Road moved into Youngstown in June 22,- 
696 cars of ore representing 1,124,328 tons, 
against 18,151 cars, carrying 888,946 tons in 
June, 1917, and 20,415 cars with 1,012,550 
tons in June, 1916. 


PENNSYLVANIA — Freight Improve- 
ment—Through Columbia in 30 days of 
June exceeded 6,000,000 tons, or more than 
1.200 ordinary steamship cargoes of 5,000 
tons each. Roughly, 40 vessel loads of 
ireight a day were hauled past this point 
during month, 


PHILADELPHIA & READING—Re- 
port—Net earnings for May were $2,024,231, 


as compared with $1,906,853 in 1917. For 
5 months ended May 31, net earnings were 
$5:049,894, as compared with $8,405,408 in 


PITTSBURGH & LAKE ERIE—Report 
—Operating income for May was $981,688, 
an inctease of $264,618 over 1917. For 5 


months ended May 31, operating income 
a $3,013,278, an increase of $515,787 over 


PITTSBURGH, CINCINNATI, CHI- 
CAGO & ST. LOUIS—Cuts Dividend— 
Semi-annual dividend rate was cut on Jul 
17, 1918, from 2%% to 2%. This Fee | 
known as Panhandle, is controlled by 
Pennsylvania. Dividend is payable July 
25 to stockholders of record on July 22. It 
was said that application had been made to 
Government for permission to declare full 
2%%, but it was apparent that lower rate 
was ordered. 


RUTLAND — Increased Earnings—Net 
earnings for May were $75,776, as compared 
with $68,311 in 1917. For 5 months ended 
May 31, net earnings were $181,786, as com- 
pared with $356,442 in 1917. 


TOLEDO, ST. LOUIS & WESTERN— 
Net Increases—Net earnings for May were 
$258,520, as compared with $171,884 in 1917. 
For 5 months ended May 31, net earnings 
—— $726,128, as compared with $731,463 in 
1917. 


ULSTER & DELAWARE — Report— 
Operating revenue for 1917 amounted to 
$1,008,892, as compared with $1,007,840 for 1916. 
Operating expenses were $797,475, an in- 
crease of $60,494. After taxes and uncol- 
lectible revenue operating income was 
$156,479. Other income totalled $79,659, 
bringing gross to $236,138, from which de- 
ductions of $182,485 were made, leaving net 
corporate income for 1917 of $53,653. 


WABASH RY.—Plan to Exchange Stock 
—Charter of new company provides that 
after Aug. 1, 1918, preferred “B” stock may 
be converted into preferred “A” and com- 
mon, an equal amount of each being given 
in exchange. In other words, owner of $100 
par value of preferred “B” stock would get 
$50 of preferred “A” and $50 of common 
stock. Directors are now taking steps to 
provide for this conversion on and after 
Aug. 1. Authorized amounts of preferred 
“A” and of common already are sufficient 
to carry out this provision. There is now 
outstanding about $48,000,000 of preferred 
“B.” Former is callable, after 5 years from 
date. According to latest record there was 
$43,564,503 common and $46,200,000 pre- 
ferred “A” outstanding. 
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ACME TEA—Exchange of Stock—Own- 
ers of first preferred have been offered 
privilege of exchanging for first prefetred 
stock of American Stores Company, ex- 
change to be made on share for share basis. 
Tangible asset value of American Stores 
first preferred is $211.30 share, while 
Acme first preferred. has valuation of 
$141.82. Right to make exchange will be 
open to holders until July 31, 1918. 


ALLIS-CHALMERS — Report — Net 
profits in January and February of this year 
were $778,841, while for March, April and 
May net profits rose to $1,877,446, or total 
for five months ended May 31 of $2,656,287, 
as compared with $1,597,722 for same period 
in 1917. 


AMERICAN BRAKE SHOE — Profit 
Outlook—Earnings for current fiscal year, 
which closes Sept. 30, are not likely to run 
nearly as high as last year, when net was 
$3,232,242, or $58.21 gn preferred after 7% 
dividend on common. They will be sub- 
stantially above profits of pre-war years 
when net for preferred ran from $18.50 to 
$20.50 share. Preferred stock gets all earn- 
ings after 7% has been paid on common. 
Expected reduction in earnings is explained 
by fact that company completed contracts 
for shells for British Government early in 
1918 and profits from its contracts with 
United States Government will hardly be 
reflected in 1918 earnings. These include 
3,000 155-millimetre howitzers, 750,000 9- 
inch and 250,000 155-millimetre shells, involv- 
ing about $100,000,000. 


AMERICAN CAN—Enormous Business 
—Gross will run better than $100,000,000 
this year, including both can and war busi- 
ness. It requires large resources to swing 
such large volume of operations. Purchase 
of tinplate is cash proposition, but buyers 
of cans are carried for 60 days. Net earn- 
ings are running fairly even with last year, 
when $21.84 share was earned after reserves 
for Federal taxes. . Since company cleared 
up unpaid dividends of 8.97% on preferred 
last year, balance reported for common was 
$12.87 share. There was set aside from 
last year’s earnings $6,000,000 for Federal 
taxes. It is understood that taxes actually 
figured out around $4,500,000. Were Federal 
taxes to remain unchanged for this year 
earnings of $22 share for common could be 
safely counted upon. 


AMERICAN MALTING—Proposed Li- 
quidation — Stockholders’ committee an- 
nounced to holders of first preferred stock that 
in view of conditions which have arisen since 
war, holders of large portion of first pre- 
ferred who also are holders of large num- 
ber of shares of common deem it advisable 
and for best interests of holders of first pre- 
ferred that company be put into liquidation 
and its affairs wound up. Committee con- 


sented to act for protection of interest of 
holders who desire to deposit such stock 
with it. Guaranty Trust of New York has 
agreed to act as depositary under agreement 
which has been prepared and signed by 
committee. 


AMERICAN WOOLEN — Wage In- 
crease—Around 50% was granted 1,800 
striking weavers of mills in award an- 
nounced by Henry S. Endicott, of State 
Committee of Public Safety, who was asked 
by Secretary of War Baker to settle con- 
troversy. Award also abolished premium 
system, which was opposed by union oper- 
atives. Weavers. struck for increase of 
55% in pay and abolishment of premium 
system of extra payments on piece work 
basis. ‘ 


BALDWIN LOCOMOTIVE — New 
Plant—For locomotives is to be built at 
Chicago. Specifications for various build- 
ings call for 12,000 tons of steel. It is esti- 
mated that plant will cost about $5,000,000, 
steel work alone costing $1,200,000; equip- 
ment will probably cost between $2,500,000 
and $3,000,000. Baldwin already has large 
contracts from Government and is expected 
to be awarded additional contract for 100 to 
150 locomotives by Railroad Administration, 
which is preparing to order 300 for domestic 
service. 


BETHLEHEM STEEL—Coke Ovens in 
Operation—Sixty coke ovens, under course 
of construction for eighteen months,- were 
placed in operation at Steelton plant, which 
now has 180 ovens in operation. 


CALIFORNIA PACKING—Government 
Commandeering — Of 60% of coming 
season’s salmon pack is in line with last 
year’s policy when it also took over good 
portion of season’s pack. Position in this 
respect remains practically same as last 
year. In 1917 company packed between 
1,100,000 and 1,200,000 cases. In addition 
to taking larger part of its salmon pack, 
Government is also large buyer of canned 
vegetables from the corporation. 


DISTILLERS SECURITIES—Liquida- 
tion Rumors Denied—There is no intention 
whatever either of liquidating or of declaring 
big cash dividend on shares, in case prohibition 
becomes national, despite rumors to con- 
trary. Passage of Gore “bone-dry” meas- 
ure, prohibiting sale of distilled spirits after 
Dec. 31, 1918, would, in opinion of those 
conversant with company’s affairs, add be- 
tween $3 and $4 a gallon in value to millions 
of gallons which Distillers holds at present. 
Furthermore, it is pointed out, passage of 
bill would provide immediate market for 
distilled spirits. Output is said to be about 
— gallons of denatured alcohol each 
month. 


GOODRICH (B. F.)—Outlook—Last 
year Goodrich reported net sales of more 
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than $87,000,000 which represented gain of 
more than $16,000,000 over that of 1916. 
After making liberal charges for deprecia- 
tion, and deducting $2,500,000 to meet Gov- 
ernment tax, balance for dividends was 
slightly more than $10,500,000. Deducting 
preferred dividend, balance earned on com- 
mon was $14.49 per share, as compared 
with dividends of $4. Since 1912, Goodrich 
has earned total of $48 share. Out of these 
profits common has received $11. This 
leaves more than $37 retained, making valu- 
able equity which is being put behind junior 
issue. 


INTERNATIONAL PAPER — News- 
paper Price—Appeal from price-fixing order 
of Federal Trade Commission will be heard 
by board consisting of three Federal Court 
Judges. They will review evidence sub- 
mitted in Federal Trade Commission in- 
quiry on which commission fixed price at 
$3.10 hundred for newsprint in rolls. Ad- 
vance in wages and freight rate constitute 
new evidence. International Paper’s pro- 
duction of 2,000 tons of paper daily is thrice 
output of next largest factor in industry. 
Company buys $1,000,000 worth of wood 
monthly. In 1914 and 1915 its wood aver- 
aged to cost $9.35 a cord. At present it is 
around $20. In past year there has been 
increase of $5.27 for first five months of 
1918 as contrasted with average for same 
five months of 1917. 


MONTGOMERY WARD—Large Busi- 
ness—Net last year was $4,130,094 after 
war taxes. Preferred dividend was earned 
about twelve times over. Surplus income 
after preferred disbursement was equal to 
11.18% on common, compared with 12.58% 
in 1916. Falling off in net last year was due 
to war taxes and higher operating charges. 
Gross in 1917 totalled $73,512,645, but oper- 
ating expenses amounted to $69,382,551. 
Current assets as of Dec. 31, 1917 totalled 
23,916,611 and current liabilities $9,990,218, 
leaving net working capital of $13,926,393, 
equal to something like $174 share on pre- 
ferred stock. 


PACIFIC MAIL STEAMSHIP—Sub- 
scription Rights—Offer to common stock- 
volders of record Aug. 5 of right to subscribe 
to pro rata amount of 70,000 shares of com- 
mon at $25 a share. Payment on subscrip- 
tion shares must be made not later than 
Sept. 3. Entire outstanding preferred has 
been called for redemption Sept. 1, 1918. 
Common stockholders who are also pre- 
ferred stockholders may apply amount they 
are entitled to receive on redemption of 
their preferred holdings on account of pay- 
ment of their respective subscription to 
common, 

PRESSED STEEL CAR — Steel Plate 


Fabrication—Plates are being fabricated for 
Government ships at its Wood Run Plant, 
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present output being 10,000 tons per week. 
Casting and rolling of plates is done by 
Jones & Laughlin and Carnegie Steel Plates 
fabricated are sent to Hog Island. Pressed 
Steel has Government orders for 14,000 
cars, and deliveries are expected at rate of 
2,500 cars a month. Also has contracts for 
artillery trucks and gun-carriages for French 
Government. Other war orders include 
shells, daily output being about 8,000 6-, 8-, 
and 10-inch shells. 


SAXON MOTOR—Extension of Notes— 
Advisory committee has arranged for two- 
year extension from Aug. 1 of notes 
amounting to about $2,700,000, which repre- 
sents creditors’ claims. Within that time it 
is expected financial reorganization will be 
effected. 10% cash payment will be made 
Aug. 1. This will leave ample cash re- 
sources. Quarter ended June 30 was first 
in more than year to show profitable opera- 
tions. Contingent liabilities of $6,000,000 
have been cleared up through making up of 
inventories into cars and completion of 
contracts for raw materials. Shipments in 
11 months ended June 30 amounted to 13,- 
000 cars. New plant has been financed and 
finished, and is leased to Government for 
airplane assembling and testing at rental 
of $90,000 yearly. 


TOBACCO PRODUCTS — Earnings — 
For second quarter amount to $1,180,000 
net, before allowance for taxes. 


UNITED CIGAR STORES—Earnings— 
Gross for six months ended June 30 was 
$24,000,000, increase of slightly under $4,- 
000,000 over first half of 1917. Assuming 
that second half of year shows same pro- 
portionate gain over first six months as 
closing half of 1917 did over first half, 
United is assured of gross in 1918 of better 
than $52,000,000, as compared with $43,- 
000,000 in 1917. 


UNITED STATES STEEL — Unfilled 
Orders—On June 30 totaled 8,918,866 
tons, increase of 581,243 tons for 
month. It is first since last January to 
show gain. Influx of Government business 
on large scale is credited with enabling ex- 
pansion in unfilled tonnage, as shipments 
during month were heavy, due to freer rail- 
road movements, while mill operations 
ranged between 94 and 95% of capacity. 
June 30 total of 8,918,866 tons compares with 
8,337,623 tons on May 31, 8,741,882 tons on 
April 30 and 9,056,404 tons on March 31. 


WOOLWORTH (F. W.) — Report — 


Gain of $751,345 in gross in June, stores 


which have been operating full year account 
for $381,600, while in six months, same 
stores reported gain of $2,043,773 of gross, 
increase of $3,784,775 in that period. Up to 
June 30 about twenty ffew stores were 
opened, including large Fifth avenue stores, 
bringing chain up to 1,020 stores. 
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North American Company’s Insecure 


Position 


Large Deficit in Net Working Capital—Weak Cash Posi- 
tion—Coal Properties’ Increased Earnings 





By W. L. SCOTT 





MONG the holding companies 
which have been fairly consist- 
ent dividend payers for the past 
fifteen years, the North American 

Company has usually been regarded as one 
in the investment class. Since 1904 it has 
paid 5 per cent annually except in 1907, 
when 334 per cent was paid, and in 1908, 
when the dividend was passed altogether. 

But notwithstanding this favorable record 
there appears to be some doubt as to the 
investment standing of its stock because 
of lack of working capital and the unfavor- 
able factors which have affected public 
utilities. Moreover, the stock is not well 
understood by the investing public, as it 
requires a very full analysis to arrive at a 
reasonable conclusion as to its investment 
status and earning power. 

The income of the company is derived 
from dividends received on the stock which 
. it holds in its subsidiaries and the interest 
on bonds, loans and advances made to them. 
Its own net income has been fairly con- 
sistent and has averaged $1,923,883 an- 
nually during the past nine years. This 
has been sufficient to pay dividends on its 
stock and leave a substantial surplus each 
year. But its receipts and earnings state- 
ments do not indicate the increase or de- 
crease in the growth of the system which it 
controls. It is very important for the in- 
vestor to know something about such growth 
in order to keep in touch with the status 
of his investment. The balance sheets of 
the company give no information as to the 
physical. plants and properties owned and 
show only the valuation at which it carries 
the stock and bgnds of its subsidiaries, to- 
gether with advances and loans made to 
them. . 


Subsidiaries 

Its subsidiary companies are located in 
a number of cities and their activities vary 
from street railway traffic to mining coal. 
In addition, one, the Wisconsin-Edison, is 
itself a holding company and controls, 
through stock ownership, Milwaukee Elec- 
tric Railway & Light; Milwaukee Light, 
Heat & Power; Wisconsin Gas & Electric; 
North Milwaukee Light & Power, and the 
Wells Power Companies. These com- 
panies furnish street railway service, elec- 
tric light and power to about forty munici- 
palities in Wisconsin, as well as steam heat- 
ing to the residents of Milwaukee. They 
also operate the local railway system of 
Racine and Kenosha and furnish coal and 
water gas to Racine, Kenosha, Watertown, 
South Milwaukee and contiguous territory. 

In April, 1917, the Milwaukee Electric 
Railway & Light Company acquired the 
electric utility of the Commonwealth 
Power Company and the heating utility of 
the Continental Realty Company and is- 
sued $1,450,000 of its serial 5 per cent 
notes in connection with the purchase. Of 
these notes $150,000 was paid on July Ist, 
1917, when they matured. This company 
has also been favored by a temporary order 
of the Railroad Commission of Wisconsin, 
permitting an increase in electric rates to 
consumers of 1,000 kilowatt hours or more 
a month, amounting to 0.31 cents per kilo- 
watt hour, and increases in steam heating 
rates equivalent to 14 cents and 20 cents 
per thousand pounds of steam for low and 
high pressure service, respectively. 

Another subsidiary, St. Louis County Gas 
Company, does the entire gas business in 
St. Louis County, Missouri, while another 
one, Union Electric Light & Power Com- 
pany, does the major part of the electric 
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light and power and steam heating busi- 
ness of St. Louis and the electric light and 
power business of St. Louis County and 
the cities of Union, Washington, Pacific 
and contiguous territory. The latter com- 
pany also operates under lease the electric 
utility at St. Charles, Mo., owned by Ameri- 
can Light & Power Company. 

The Union Electric Light & Power Com- 
pany merged with the Perry County Public 
Utilities Company in January, 1917, and 
the new company acquired the property, 
assets, business and franchises of the Elec- 
tric Company of Missouri. As part consid- 
eration, the Union Electric Light & Power 
issued to the North American $1,000,000 
par value of its 7 per cent non cumulative 
preferred stock. 

In May, 1917, in order to provide for 
some additional betterments, additions and 
extensions, the North American Company 
authorized the Union Electric Light & 
Power to sell the $1,000,000 preferred stock 
to its customers and the entire amount was 
disposed of. On September 4, 1917, it 
issued an additional $1,000,000 preferred 
stock for construction expenses, which it 
offered to its customers under the same 
terms and conditions as in the first offering. 
Up to December 31, 1917, a total amount 
of $1,903,300 was subscribed, of which 
$1,815,100 par value was issued to the 
purchasers and $88,200 par value was re- 
served for those who subscribed under the 
instalment plan. The campaign for the 
sale of this stock was discontinued for ex- 
tended periods to avoid conflict with sub- 
scriptions to Liberty loans. 

This subsidiary has provided for the 
constantly increasing cost and difficulties of 
obtaining fuel of a satisfactory grade by 
developing through the Union Colliery 
Company, organized for that purpose, ap- 
proximately 3,200 acres of coal lands near 
Du Quoin, Illinois, 75 miles from St. Louis. 
The estimated amount of workable coal on 
this property is 36,000,000 tons and it is 
planned to produce coal this year. 

Another subsidiary, the West Kentucky 
Coal Company, operates nine mines of bi- 
tuminous coal in Union, Webster and Crit- 
tenden” County, Ky. One of these mines 
produces coal which is used for gas- making 
purposes. It owns a railroad line connect- 
ing with the Illinois Central Railroad near 
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Sturgis, Ky., to a tipple on the Ohio River, 
where coal is loaded on barges for trans- 
portation to Paducah, Memphis and points 
on the lower Mississippi River Valley. 
About 32.25 per cent of the company’s out- 
put is transported by river and 67.75 by 
rail. . 

The ownership of this coal company 
may be considered to be one of the favor- 
able factors in the situation. It has in- 
creased its output from 205,409 tons mined 
in 1906 to 988,675 tons in 1917. How- 


ever, there was a slight decrease in 1917, 
as the output for 1916 amounted to 1,166,- 
The increasing profits of coal 


453 tons. 
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are reflected in its earnings statement. They 
amounted to not quite $100,000 more in 
1917 than in 1916, when they were $126,- 
569. This was a substantial increase over 
1914, when operations resulted in a loss of 
$130,056. It does not sell its output to 
any of the subsidiaries of the North 
American and its profits in time of high 
fuel costs act as a form of insurance to the 
parent company. 

North American and its holding sub- 
sidiary, Wisconsin Edison Co., own the 
total common stock of these operating sub- 
sidiaries as shown in Table I. 

Another favorable factor is the fact that 
the North American owns about one-tenth 
of the capital stock of the Detroit Edison. 








ee 
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This latter company was discussed in the 
June 8 issue of this magazine and has had 
an exceptional growth, resulting from the 
substantial expansion of business in 
Detroit, with its scores of automobile man- 
ufacturers, parts-makers and other indus- 
tries. The Detroit Edison has contributed 
its share to the industrial prosperity by the 
low rate charged for wholesale power. The 
same amount of dividends which the North 
American has received from the Detroit 
Edison seems well assured in the future, 
barring future severe advances in operating 
costs which are not to be expected. This 
stock is one of the most attractive invest- 
ments of North American, in view of the es- 
tablished value of the tangible assets be- 


While it is impossible for one to arrive 
at an accurate capitalization of the entire 
system because of the investments in sub- 
sidiaries and their investments in stocks 
and bonds of each other, yet it would ap 
pear that net capitalization in the hands of 
the public is approximately as shown in 
Table I. However, this table does not in- 
clude the United Railway of St. Louis in 
which North American owns $18,400,000 
par value of common stock. In keeping 
with its conservative policy of valuations it 
has reduced the amount at which this com- 
mon stock is carried on its books to $1. 
Nor does the table include Detroit Edison. 

We have approximated the net. income, 
reserves, surplus, etc., of its subsidiaries in 











TABLE I—NORTH AMERICAN COMPANY—CAPITALIZATION OF SUBSIDIARIES. 
(Excluding United Railways of St. Louis and Detroit Edison.) 


Owned by 
Wisconsin 
Edison Company 

200,000 
12,822,500 
$13,022,500 


22,534,000 
$23,140,000 


3,598,000 
10,050,000 


$36,788,000 








hind it and its steadily growing earning 
power. While it has little or no specula- 
tive attraction, its sound investment value 
seems to be unquestionable. 
Capitalization of Company and Sub- 
sidiaries 
The authorized capital stock of the 
North American Company is $30,000,000, 
par $100, of which there is $29,793,300 
outstanding. The company has no funded 
indebtedness, but its notes payable in- 
creased $2,545,553 in 1917 and amounted 
to $3,900,000 on December 31, 1917. The 
of these notes were loaned to its 
subsidiaries and used for additions, ex- 
tensions and betterments of their plants. 
Such loans increased from $2,502,572 on 
December 31, 1916, to $6,063,933 on De- 
cember 31, 1917. 


Table II. The most unfavorable factor is 
the large amount of current liabilities over 
current assets, designated as “Net Working 
Capital Deficit.” This condition was not 
improved by the net working capital posi- 
tion of the parent company, as that showed 
a deficit of $2,452,057 on December 31, 
1917, not shown in the table.. Wisconsin 
Edison also showed a deficit of $517,261 
in working capital. This made a total 
deficit of $6,136,165. The insecure cash 
position of its subsidiaries was somewhat 
stabilized by the $1,345,280 cash of the 
parent company. 

But it must be remembered that notes 
payable of $1,450,000 were used to acquire 
additional properties, and plant and equip- 
ment expenditures for the year were $7,- 
138,270. A further sum of $835,487 was 
also expended for plant and equipment, but 
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was offset by discarded equipment removed 
irom service. There were only about $2,- 
596,300 of these expenditures capitalized. 
rhis leaves $5,991,970, not capitalized, put 
into the properties and would nearly offset 
the amount of the net working capital 
deficit. An improvement ought to take 
place this year as the management has de- 
cided to curtail capital expenditures. 

In order to arrive at an approximate per- 
centage of the actual earnings on the stock 
of North American, there should be added 
to the net income of $2,474,964 for 1917, 
the sum of $205,232 received as dividends 





as dividends received in 
North American 
also received $493,852 interest on bonds 


entire amount, 
1917 were $1,571,675. 


held and advances made. Expenses and 
taxes of the parent company ate up $295,- 
725, which would make total earning power ' 
approximately 7.80 per cent. in that year. 
However, the actual amount received, after 
deductions, was only 6.5 per cent. on its 
stock, out of which it paid 5 per cent. divi- : 
dends. 
Conclusion 

The market action for the last ten years 

is shown in the graph. During the last 








TABLE II—NORTH AMERICAN COMPANY—ESTIMATED STATISTICS OF SUBSIDIARY 


COMPANJES. 
(Excluding United Railways of St. Louis, Detroit Edison Company and Wisconsin Edison Co.) 


Net Income after Interest and other Charges.... 
Expenditures for Additions, Betterments and Extensions 1,730,957 


Reserves for Depreciation, etc............++++: 


Profit and Loss Surplus 
Cash 


* $5,000,000 of notes payable then owned by Milwaukee E. R. & L. Company. 
** Does not include $4,605,729 surplus of North American and Wisconsin Edison. 


eee eee eee eee ee eee eee eee eee eee eee eee ee 


1915 1916 1917 
6bedee $2,600,760 $2,985,919 74,964 
2,425,330 7,138,270 
onebece 9,544,445 9,427,036 
osecces 3,383,266 3,429,032 **3,453,186 
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on the Detroit Edison stock and approx- 
imately one-tenth of its surplus for the year 
or an additional $56,000. The total is 
$2,736,196. From this should be deducted 
approximately $409,416 for dividend pay- 
ments on preferred dividend stock in hands 
of the public, leaving a balance of $2,326,- 
780 applicable to the common stock. There 
should also be deducted approximately 
$200,000 for that portion of the earnings 
applicable to the stock of Wisconsin Edison 
Company held by the public. 

This would leave net earnings of sub- 
sidiaries amounting to $2,126,780, which 
could be paid out as dividends to North 
American, equal to 7.14 per cent. as com- 
pared with approximately 8.7 per cent. in 
1916 and 7.5 per cent. in 1915. However, 
North American did not draw down this 


eighteen years the high was 134 and the 
low 39 in 1917. Were it not for the heavy 
increase in operating expenses, the pros- 
pects for the stock would seem 

It should receive substantial benefit from 
the 1917 capital expenditures. While it is 
somewhat handicapped by the lack’ of 
working capital, yet the company has not 
been forced to issue notes except to its own 
banks. The subsidiary companies have 
always made fair earnings, a portion of 
which has gone back into the system with 
the resultant increase in the investment 
standing of its stock. While it does not 
seem to have much speculative possibilities 
for some time, yet there appears to be no 
reason to doubt that the’ present price has 
discounted most of the unfavorable factors 
in the present situation. 

















and never gives up.” 





co HIS is a time for judgment, for patience, 
for level heads, for patriotism, and above 
everything else, the grit that stands and fights 


—JUDGE GARY. 
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Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 








AMER. TEL. & TEL.—Prospects for 
$300,000,000 Business—For six months to 
June 30 gross totalled $155,256,000, or at an- 
nual rate of $310,500,000. As rate increases 
will count in final six months full year’s busi- 
ness should exceed $310,000,000. Gain in 
gross for first half year compared with corre- 
sponding period 1917, was at annual rate of 
$15,600,000, $5,500,000 coming from toll lines. 
For period long distance net was $4,671,000, 
of an annual rate of $9,342,000, against $7,- 
887,000 in 1917. Gain is nearly 20% and con- 
trasts with shrinkage in long distance net in 
1917 as compared with 1916. System’s op- 
erating ratio of 69.8% against 69.3% in 1917 
shows management has firm grip on expenses. 
Surplus above dividends of parent company 
for six months was $4,130, 


BELL TELEPHONE—Taking Over In- 
dependents—Scores of telephone com- 
panies passing into hands of Chesapeake and 
Potomac Telephone, subsidiary of Bell. In- 
dependent lines are surrendering their char- 
ters and thousands of workmen are engaged 
in consolidating companies into one system. 
Telephone rates are being advanced as result 
of consolidation and free talking area is 
shrinking. 


BROOKLYN RAPID TRANSIT—Traf- 
fic Increase—Operation for April from re- 
turns made to Public Service Commission 
shows an increase in passenger traffic of about 
16% over corresponding period of 1917. Total 
number of passengers carried was 21,800,821, 
as against 18,045,787 for April, 1917. Canal 
street and Broadway station was opened on 
Sept. 4, 1917, Broadway Manhattan stations 
opened on Jan. 5, 1918, carried 3,511,698 pas- 
sengers. Traffic to Park Row shows falling 
off of 180,000 passengers between months of 
April, 1917 and 1918. Number of passengers 
per car mile carried in April, 1918, was 6.00, 
against 5.75 in April, 1917. 


COMMONWEALTH POWER — Gov- 
ernment Aid—War Finance Corporation 
will assist in taking care of $8,047,000 five- 
year 6% convertible bonds that fell due on 
May 1 last. Arrangements have been made 
for advance of $2,400,000 to be repaid with 
interest at 7% by 1923, provided holders of 
matured bonds take at least 70% of refunding 
issue which has been authorized by directors. 
According to official announcement, two plans 
have been presented. Holders of matured 
honds are offered option of accepting for each 
$1,000 bond either new $1,000 five-year 7% 
secured convertible gold bonds and $25 in 
cash, or new $700 five-year 7% convertible 
gold bond and $17.50 in cash, representing 
liscount and $300 in cash rep.scsenting pay- 
ment of principal, to which will be added in- 
terest at 5% on $300 from May 1, :918, to date 
of payment. 


CONSOLIDATED GAS—Subsidiary Re- 
port—Operating income of New York Edi- 
son was $8,063,963 in 1917, as compared with 
$5,659,902 in 1916; balance for 1917 was $2,- 
016,568 as compared with $4,368,800 in 1916. 


INTERNATIONAL TRACTION—Note 
Offering—Collateral trust 6% gold notes 
of 1917, due Aug. 1, 1920; authorized, $5,000,- 
000, outstanding $2,000,000 are being offered. 
Notes are secured by supplemental indenture, 
made by other interests, pledging with trustee, 
$2,667,000 refunding and improvement mort- 
gage 5% gold bonds of 1962, of International 

ilway, whose entire capital stock is owned. 
Railway company owns and operates over 400 
miles of electric railway, and serves a popu- 
lation of about 550; International Rail- 
way has outstanding $12,232,500 divisional 
bonds of closed mortgages and $16,939,000 re- 
funding and improvement mortgage 5% 
bonds, including $2,667,000 bonds pledged as 
security for this issue. Sinking fund to retire 
$12,651,500 bonds on or before July 1, 1949. 


NORTHERN OHIO ELECTRIC—Re- 
port—For five months ended May 31, gross 
earnings were $2,874,796, increase of 16.7% : 
net earnings amounted to $1,033,272, increase 
of 57 of 1%; and balance after preferred 
dividends was $175,207, decrease of 28.38%. 


OHIO ELECTRIC — Rate Increase— 
Ohio Utilities Commission granted increased 
freight rates to various electric railways op- 
erating under its jurisdiction to take effect 
Aug. 15, on same basis as those recently 
granted steam roads by Director-General 
McAdoo. 


PHILADELPHIA RAPID TRANSIT— 
Gross Increasing—But rising costs for ma- 
terial and labor are preventing net from 
reaching former levels. Gross will surpass 
$30,000,000 for 12 months ended June 30, 1918. 
Net estimated over $2,100,000, over 7% on 
stock against 9.3% in previous year. Divi- 
dend earning basis was reached in 1916. 
Present $50 stock reached its high point, 347%, 
late in 1917, when terms of lease agreements 
for operation of unified system—comprehend- 
ing proposed high speed city lines to be built 
by city and existing lines of company—be- 
came known. 

TENNESSEE RY. LT. & PWR.—Reor- 
ganization Plan—Holders of $1,130,000 first 
mtge. 5s of 1907 are notified that committee 
has prepared and adopted plan and agreement 
of reorganization, dated Feb. 1, 1918 as 
amended and modified, and has filed same 
with Guaranty Trust of New York, as deposi- 
tary. Dissenting depositors may, prior to 
Aug. 26, 1918, withdraw, upon payment of 
their pro rata share of expenses of commit- 
tee. Further deposits will be received at trust 
company on or before Aug. 26, 1918. 
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Standard of New 


J ersey—Its Great 


War Service 


Has Largest American Fleet—Supplies of Crude Oil—Finan- 
cial Condition— Prospects for Increased Dividends 





BY J. W. SMALLWOOD 





N a recent speech, Mr. A. C. Bed- 
ford, Chairman of the Board of 
the Standard Oil Company of 

= New Jersey and head of the Na- 
tional Petroleum War Service Committee, 
stated: “Picture oil in wartime. The multi- 
tude of factories turning out munitions of 
war must have fuel and lubricating oils in 
unusual quantities. Transports carrying 
our soldiers and war products over the seas 
are relying more and more on fuel oil. Fuel 
oil is largely the fuel for the Allied fleets. 
Transport lorries carry the soldiers and 
supplies to the front. The efficiency of the 
motor truck transporting supplies to Verdun 
blocked the way to Paris. Had it not been 
for the gasoline that supplied the submarine 
chasers, the submarine war would have 
taken an inestimably greater number of our 
merchant ships. Had it not been for gaso- 
line it would not be possible today to operate 
the new boats that are being used to detect 
the presence of U-boats beneath the waves, 
and, finally, gasoline is vital to the vast 
airplane fleet which the United States will 
ship to Francev”’ 

Oil is vital to the prosecution of the war, 
and the Standard Oil Company of New 
Jersey is the most important unit in supply- 
ing the petroleum requirements of the 
Allies. 

Its Great Fleet 


This company is in an especially favor- 
able position for supplying oil to our foreign 
battlefields because it owns and operates 
the largest merchant fleet flying the Ameri- 
can flag. Its tankers, since the beginning 
of the war in Europe, have passed through 
all the perils of the sea, and a number of 
them have fallen victims to the submarine. 
But today the company’s fleet is larger and 


better equipped than ever before and is 
being rapidly augmented by new vessels 
which are being pushed to completion as 
fast as possible. 

It is impossible to give any figures re- 
garding the New Jersey company’s indi- 
vidual shipments to the Allied countries, 
but it is possible to make some deductions 
which give some idea as to the importance 
of this company’s service to the cause of 
democracy in the great battle which is now 
being waged. The Federal Trade Commis- 
sion’s investigation into gasoline prices in 
1915 credited the New Jersey company in 
that year with no less than 57% of the coun- 
try’s entire exports of gasoline. While there 
have been many radical changes since the 
entrance of the United States into the war, 
it can be safely stated that the New Jersey 
company has not relinquished its predomi- 
nant position in the country’s export oil 
trade. In this connection it is interesting 
to note Mr. A. C. Bedford’s statement to 
the effect that in 1913, the year before the 
war, our exports of gasoline to our present 
Allies amounted to 29,000,000 gallons, 
while in 1917 they reached the enormous 
total of 300,000,000 gallons. Our exports 
of lubricating oil to these countries has 
tripled, and needless to say there has also 
been an enormous increase in shipments of 
other petroleum products which are being 
used in the prosecution of the war. 


The Largest American Merchant Fleet 


At the present time the New Jersey com- 
pany has in operation forty-six vessels 
flying the American flag, after losing nine 
through war perils, and has under con- 
struction eight additional tankers. The 
tank steamers in commission at the end of 
May were as follows: 
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Barrel Capacity Deadweight 


Steamers (50 gal. bbls.) Tons 


Baton Rouge 

Bacoi (motorship) .... 
Bayway 

Benjamin Brewster .... 


Caloria 

Charles Pratt .......... 

Communipaw 

Corning 

Cushing 

Dayton 

Oe MND enceied<s 

F. Q. Barstow 

Fred W. Weller......... 

Glenpool (motorship) .. 
Rogers 

James McGee 

John D. Rockefeller... 

Josiah Macy 

Matinicock 

Muskogee 

0. B. Jennings 

Pioneer 

Polarine 

Princeton 

S. V. Harkness 


Trontolite 

W. C. Teagle 
Wm. G. Warden 
W. H. Tilford 





2,343,000 380,730 


In addition to these tankers the company 
operates general cargo steamers and 
auxiliary motor general cargo vessels with 
23,900 deadweight tonnage, while its eight 
tankers now under construction will have a 
tonnage of 81,650 and will have an oil 
carrying capacity of 528,700 barrels. With 
the completion of these ships the company’s 
fleet will represent a deadweight tonnage 
of 486,280. Its nine vessels lost by war 
perils had tonnage of 60,130 and_ 333,000 
barrels oil carrying capacity. 

Refining Capacity Largest in Country 

While the Standard Oil Company of New 
Jersey principally conducts a foreign busi- 
ness, it nevertheless is one of the most im- 
portant industrial concerns in the United 
States. It controls the largest refinery 
capacity of any company in the country. 
Its own refineries are understood to have a 


capacity of about 100,000 barrels daily, and 
those of its subsidiaries bring its total re- 
finery capacity up to more than 175,000 
barrels daily. The New Jersey company’s 
principal refineries are located around New 
York hatbor, while the largest plant 
operated by any of its subsidiaries is that 
at Baton Rouge, La., owned by Standard 
Oil Company of Louisiana. The company 
also operates a refinery in the producing 
fields of Oklahoma and another at Tampico, 
Mexico. Through its Canadian subsidiary, 
the Imperial Oil, Ltd. the company 
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operates refineries at Sarnia, Vancouver, 
Regina, Dartmouth and Montreal. It also 
controls, through the International Petro- 
leum Company, a refinery at Talara, Peru. 

While the company is obliged to pur- 
chase from other producers most of the 
crude oil needed to feed its tremendous re- 
fining capacity, the company also controls 
a substantial production of its own through 
subsidiaries. The most important of these 
is the Carter Oil Company. 


The Marketing Organization 


In the United States the New Jersey 
company carries on a marketing trade in 
New Jersey, Maryland, Virginia, West 
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Virginia, North Carolina and South Caro- 
lina. Its Louisiana subsidiary markets 
petroleum products in Louisiana, Tennes- 
‘see and Arkansas. The company also sells 
lubricating oil in the New England States. 
In addition to its oil marketing trade in 
this country the company also conducts, 
through subsidiaries, an extensive natural 
gas business. At the present time it is 
officially stated that the company has about 
5,000 gas wells in operation which, it is 
estimated, supplies a population of approxi- 
mately 2,000,000 people. 

All of its foreign marketing business is 
taken care of by its own subsidiaries or 
through other companies which purchase 
petroleum products from the New Jersey 
company. Its Canadian subsidiary, the 
Imperial Oil, Ltd., forms a very important 
part of the New Jersey organization. This 
company has developed with remarkable 
rapidity within the past few years, and 
practically controls the petroleum trade of 
Canada. It appears to be in an extremely 
strong position at the present time and to 
have unusual possibilities for future de- 
velopment. It is also interesting to note 
that this company directly operates a num- 
ber of tank steamers of over 25,000 tonnage. 
The International Petroleum Company, 
controlled by Imperial, has some valuable 
properties in Peru, and should be able to 
develop an increased business along the 
west coast of South America. 

The company formerly conducted an ex- 
tensive business through the Deutsch- 
American Petroleum Company in Germany, 
but since the beginning of the war the New 
Jersey company has, of course, discontinued 
operating in that country. 

The company’s Dutch subsidiary, the 
American Petroleum Company, has a mar- 
keting system in Holland and Belgium and 
also operates a fleet of tankers. In Den- 
mark, Norway, Sweden and Iceland the 
company’s operating subsidiary is known as 
Det Danske Petroleums Aktieselskab. 

The Bedford Petroleum Company is a 
Standard of New Jersey subsidiary operat- 
ing im France, Belgium, Portugal and 
Spain. The Societa Italo Americana pel 
Petrcdio operates in Etaly, Malta, Switzer- 
land and North Africa. On this side of 
the ocean the eompany also has another 
marketing subsidjary, the West India Oil 


Company, which markets New Jersey prod- 
ucts throughout the West Indies, Centra] 
America, Ecuador, Argentine, Uruguay, 
Paraguay, Chile and Bolivia. 


The Company’s Financial Condition 


The company does not furnish its stock- 

holders with financial statements, and the 
only figures available regarding its earn- 
ings and financial condition are those 
gathered from Government reports. In 
1915 the Federal Trade Commission show- 
ed that the company’s net earnings 
amounted to $51,591,569, equivalent to 
52% on the almost $100,000,000 capi- 
tal stock outstanding. At the close 
of 1915 the company’s surplus amounted 
to $183,565,394. About $32,000,000 of 
this surplus was accumulated in 1915, and 
if the company’s earnings since that time 
In proportion to the gain shown by most 
other large oil companies, it is reasonable 
to assume that the surplus by the end of 
1917 was in excess of $250,000,000. 
_ Recently the Federal Trade Commission 
issued a report which stated that the Stand- 
ard Oil Co. of New Jersey’s net earnings 
for the six months’ period from July to 
December, 1917, were equal to 9.1% on the 
investment in the business. This invest- 
ment would presumably be represented by 
the amount of capital stock outstanding and 
surplus. 

While any deductions from these figures 
are mere guesses, on the basis of a $250,- 
000,000 surplus and approximately $100,- 
000,000 capital stock, the 9% earnings for 
six months would be equal to over $31,- 
500,000, or at the rate of $63,000,000 per 
annum. This is equivalent to about 63% 
on the stock, compared with the present 
dividend rate of 20% per annum. 

While no official figures are available as 
to present earnings this estimate is probably 
not far away from the current rate, and in 
any event the stockholders may rest assured 
that earnings are running greatly in excess 
of dividend requirements and that the sur- 
plus is being steadily enlarged. 

Seme day the stockholders of this com- 
pany will receive a large stock distribution 
or extra cash dividend, which will undoubt- 
edly repay them for holding the stock over 
a period of years while only receiving a 
small return on their investment. 
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These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
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BARNET OIL & GAS—Control—Passed 
into hands of a syndicate composed of New 
York and Chicago interests. Floating debt 
has been funded and ample funds for further 
development work on oil leases in Kentucky 
and expansion of refinery have been pro- 
vided. 


GENERAL PETROLEU M—To Increase 
Capital—Plan will be laid before stockhold- 
ers for an increase in capitalization, through 
the authorization of additional 82,976 shares 
of common, which will bring total par value 
of authorized issue to $21,787,800. Outstand- 
ing preferred stock of $3,212,200 will re- 
main unchanged. Total capitalization will 
be $25,000,000. Nothing has been said 
in official notice to stockholders of inten- 
tion of 1,000 barrels daily was brought 
tional stock, which is to be used as exigen- 
cies require. 


HOUSTON OIL—Contract Conditions— 
Under terms of contract with Kirby Lumber 
Co. it will receive $781,250 in August as 
semi-annual payment. In next few years 
this half-yearly payment increases. By end 
of 1925 Houston will have received approxi- 


mately $24,500,000 from contract, through 
which Kirby company has timber rights 
on Houston acreage. A well with a produc- 
tion of 1,000 barrels daily was brought in on 
the Texas property. This amount is with a 
natural flow. 


ISLAND OIL & TRANSPORT—Deliv- 
ering Mexican Oil—Oil is being delivered 
under its contract with Atlantic Refining 
for 6,500,000 barrels. Three consignments, 
totaling 209,200 barrels, have been shipped 
via Atlantic Refining tankers. Tanker Irish 
has made two trips, taking 78,000 barrels on 
one and 77,000 barrels on other, and Don- 
nell took 54,200 barrels. First shipment 
arrived in Philadelphia early in July, and 
test showing oil was 20.6 gravity. Con- 
tract calls for beween 19 and 21 gravity. 
Until recently company’s well in lot 9, 
Tepetate district was being pumped at 
rate of about 17,000 barrels a day, but addi- 
tional pump has been installed, bringing out- 
put up to 23,000 barrels daily. The 8-inch 
pipe line from well to sea-loading station 
has eapacity of 30,000 barrels daily. Sea 
station at Palo Blanco has a loading ca- 
pacity ranging from 3,000 to 8,000 barrels 
an hour, additional line having been 
recently hooked up. Six storage tanks have 
been erected, each of 55,000 barrels capacity. 
Four are located at sea-loading station and 
two at well. Drilling operations are being 
continued. 


MEXICQ-WYOMING—Files Suit—Suit 


has been filed in Federal Court in Wyoming 
by Mexico-Wyoming Oil Co. against Midwest 
Refining Co., Grass Creek Oil & Gas Co. and 
Ohio Oil Co., asking ejectrnent of those com- 
panies from Grass Creek field. Suit is based 
on the staking of certain locations in 1913 by 
Pittsburg men who owned company that in- 
stituted action. 


SINCLAIR OIL & REFINING—Earn- 
ings Upward—Operations at all plants are 
proceeding satisfactorily. This applies to pipe 
line from Cushing (Okla.) field to East Chi- 
cago. Part of flow is being turned over to Stan- 
dard Oil of Indiana, Sinclair’s neighbor on 
lake front, under contract made some time 
ago and calling for about 2,000,000 barrels. 
Rest is being used in Sinclair’s refinery at 
East Chicago. Sinclair will not now have to 
face abnormal operating costs incident to 
laying 800-mile pipe line last Winter. Sin- 
clair’s entire construction program in all 
probability will be completed before De- 
cember 31. 


STANDARD OIL—June Exports—Oil 
exports from Mexico during June by dif- 
ferent companies were as follows: Standard 
Oil, 400,000 barrels; Penn-Mex. Fuel, 500,- 
000; Freeport & Mexcian Fuel Oil Trans- 
portation, 270,226; Mexican Gulf Oil, 59,- 
404; Aguila Oil, 999,089; Huasteca Petro- 
leum, 1,086,806, of which 586,808 barrels 
were refined oils; 407,480 crude oil and 
92,518 distillate; East Coast Oil, 200,000; 
Island Oil, 70,000; other smaller companies 
total about 1,000,000 barrels. 


STANDARD OIL OF CALIFORNIA— 
Extra Dividend—Regular quarterly divi- 
dend of $250 share and extra of 
$2.50, payable in Third Liberty Loan 
44% bonds was declared. Both divi- 
dends are payable Sept. 16 to stock of rec- 
ord Aug. 15. Any extra dividend of less 
than $50 and dividend amounts in excess of 
= we multiples thereof will be paid in 
cash. 


UNION OIL CO., CAL.—Report—Sales 
for six months ended June 30, 1918, were 
$20,100,000, increase of $3,720,000 or 22%. 
Deliveries of crude oil have been larger, 
State stocks being further drawn on. Com- 
pany is carrying approximately same quan- 
tity of crude oil in storage as at commence- 
ment of year. Profits subject to war taxes 
were $4,550,000, in 1918, as compared to 
$4,480,000 in 1917. Production of crude oil 
approximates 4,131,000 net barrels, increase 
over same period last year of 734,000 bar- 
rels. This includes oil produced from Pinal 
Dome properties. 
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Granby's Profits 


Is the Stock Being Distributed?—Former Profits and Present 
Costs—Growth of Earnings—Present Dividend Rate 





By JOHN MORROW 





INCE the Government adopted its 
price fixing policy in the second 
half of 1917, and since labor costs 
went shooting skyward, copper 

stocks as a class have been left almost to 
shift for themselves. There have been 
spasmodic advances in a few of the repre- 
sentative metal shares, but as a general 
proposition their market status has been 
quite featureless. 

Nevertheless, undercurrents are stirring 
that may have significant results. In spots 
there has been some evidences of distribu- 
tion of copper stocks,as if holders were a 
trifle wary of the future, or at least of that 
part of the future which is just ahead. The 
recent action of the shares of the Granby 
Consolidated Mining, Smelting & Power 
Co. has suggested the question of whether 
distribution, or perhaps accumulation has 
been taking place. 

The price range of Granby shares since 
the beginning of 1918 has not been unduly 
wide, but the stock has shown little resili- 
ency. Between the high and low prices the 
margin has been six points, or from 80 to 
74. The low was reached in January, and 
the high in the middle of May. In other 
words the stock has followed the general 
trend of the market, but has not asserted 
itself, individually. This year’s low is nine 
points above the low of 1917, the year of 
liquidation and the discounting of war con- 
ditions. Table I shows the price range for 
the last four years and a half, and indicates 
the peak of the stock’s upward swing dur- 
ing the great bull market of 1916. 

Granby has participated generously in 
the prosperity brought to the copper pro- 
ducers by the war, but like all other pro- 
ducers has felt the effects of selling price 
limitation, and rising labor and materials 
costs. 


Properties Owned 


To better understand the position of 
Granby a brief review of the company’s 
history, financial structure, and mining 
properties is essential. Granby was incor- 


porated in 1901 under the laws of British 
Columbia, aiid the present capital structure 
consists of $2,514,100 First Mortgage Con- 
vertible 6s, due May 1, 1928, and $15,000,- 
420 capital stock, shares $100 par. The 
chief mining properties owned are located 
at Phoenix, British Columbia, and near 
Anyox, B. C. 

The mines at Phoenix have apparently 
passed the days of big production, and are 
worked at a profit now mainly because of 
the relatively high price of copper. Gran- 
by’s main producing property is the Hidden 
Creek mine near Anyox. In addition, the 
company owns two smelters, one at Grand 
Forks, B. C., and the other at Anyox. A 
part interest in the Crow’s Nest Pass Coal 
Co. has also been acquired. The fuel sup- 
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ply at Anyox has not been all that could 
be desired, and steps are being taken to 
remedy that situation. 

Because the majority operations of Granby 
are now centered at Hidden Creek, the 
fact that during the fiscal year ended June 
30, 1917, ore developed there was a little 
more than the ore extracted is of impor- 
tance. At the Phoenix mine the reverse 
was true. Preliminary figures for the year 
ended June 30, 1918, indicate that the total 
production of copper from the Granby 
mines was 43,718,628 pounds compared 
with 41,878,568 pounds for the previous 
year. It is known that for the best part of 
the last fiscal year the selling price of cop- 
per was 231% cents a pound. Costs for the 
year are not yet obtainable, although it 's 
natural to assume that they were above 
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those for the year before. The accompany- 
ing graph shows the production for the past 
six years, together with the selling price per 
pound and the production cost. The stim- 
ulus of war business widened the gap be- 
tween selling price and costs to a most sat- 
isfactory extent. Increased production ac- 
companied the larger margin of profit, and 
jumped earnings to a point where the insti- 
tution of a $10 yearly dividend rate was 
possible without skimping necessary re- 
serve appropriations. 

While official returns for the 1918 fiscal 
year are not ready for publication, the com- 
bination of lower selling prices and higher 
production costs has surely had an effect 
upon net earnings. As an offset, which 


final figures will show to have been com- 
plete or partial, total production of copper 
in the last fiscal year was higher than in 
the 1917 year by not quite 2,000,000 


over the six fiscal years ended June 30, 
1917. These figures vividly show the im- 
mense gains under war conditions, and sup- 
plement the graph in translating production 
figures into dollars of earnings for divi- 
dends and other purposes. Like most of 
the copper companies Granby’s dividend 
record has been erratic. Payments were 
started in 1903 with dividend of 1 per cent. 
In 1904 and 1905 nothing was paid; in 
1906, 12 per cent.; 1907, 9 per cent., and 
in 1908, 1909 and 1910, 4 per cent., 2 per 
cent. and 1 per cent., respectively. Stock- 
holders received nothing in 1911 and 1912, 
but were paid 6 per cent. in 1913. In 1914 
and 1915, 3 per cent. was the dividend each 
year, and 1916 distributions totaled 7 per 
cent. The present rate of 10 per cent. was 
put on the stock early in 1917. As in so 
many instances, the stock discounted the in- 
creasing earning power sometimes before 








TABLE II—GRANBY’S EARNING RECORD. 


Ratio of 
Sales, Copper Operating 
Gold and Silver Cost to Sales 
79.69% 
74.59 
86.19 
73.47 
63.88 
56.30 


Net 
Income 
*$17,183 

1,198,770 
439,551 
929,164 

3,819,295 

5,222,476 


Earnings 
per Share 


Working 
Capital 
$934,837 
2,075,234 

843,595 

1,677,520 
3,748,025 
5,219,007 


7.99 
2.93 
6.19 
25.46 
34.82 








pounds. In this connection, it is to be 
noted that Granby has gold and silver val- 
ues in its ores. In the year ended June 30, 
1917, 599,349 ounces of silver and 29,281 
ounces of gold were produced, but it is cop- 
per output that must make Granby success- 
ful or otherwise. 

The graph shows that the margin be- 
tween selling price and production cost 
reached the high points in 1917 and 1916, 
and a repetition of that result, as long as 
war conditions endure, seems to be unlikely. 
Before the war Granby was not a reliable 
or a particularly successful earner, but the 
Hidden Creek property had not been de- 
veloped to its present state of production, 
and the Phoenix mine was on the down 
grade as a profitable producer. 


Growth of Earnings 


In Table II is given the earnings record 


stockholders realized upon expectations in 
the way of larger dividends. The high 
price for the stock, 120, was reached in 
1916. Since that time shares have felt the 
general effects of war conditions and re- 
ceded to levels in keeping with the trend. 
Granby is not a low cost producer, but 
has some present advantage in reckoning 
costs as compared with the companies op- 
erating in the United States in that it is 
not subject to the Federal war taxes. It is, 
of course, subject to the levies imposed by 
the Canadian Government. The Dominion 
authorities have shown a disposition to 
treat with fairness the question of ore de- 
pletion and have allowed credit to mining 
companies for exhaustion of ore reserves. 
Prior to the war, upon a production less 
than half of the present, Granby reported 
a margin of profit per pound, which did 
not get over six cents. In 1917 and 1916, 
respectively, the margin was 13,46 cents and 
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10.6 cents. While it may not be dogmati- 
cally so stated it would seem as if those 
figures would represent the peak, or the 
greatest margin of profit that may be ex- 
pected. Volume of production depends so 
much upon labor supply and the demand 
for copper that it may hardly be predicted 
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whether or not output has reached the max- 
imum. Relating to the question of output 
are the ore reserves of Granby, and as of 
June 30, 1917, they were as follows: 51,987 
tons of 3 to 4 per cent. ore; 10,296,958 tons 
of 2 to 2% per cent. ore; 3,368,076 tons of 
1 to 1% per cent. ore, and 9,476,560 tons 
of less than 1 per cent. ore. This makes a 


total of 23,193,581 tons, and it is estimated 
that this tonnage will produce 674,191,016 
pounds of copper. At the present rate of 
output this reserve would ensure a life of 
15 years. 

In the fiscal year ended June 30, 1917, 
Granby’s earnings per share were $34.82. 
With official returns lacking as yet, esti- 
mates have been made placing the per share 
earnings for the 1918 fiscal year at approx- 
imately $25. This estimate is, of course, 
subject to revision. Working capital up to 
the end of 1917 fiscal year, at least, had 
kept pace with the expanded volume of 
business, the total as of June 30, 1917, 
standing at $5,219,007 compared with $3,- 
748,025 the previous year, and that last 
figure was substantially larger than the 
prior years, as reference to Table II will 


show. Not All Plain Sailing 


Granby as a $10 stock, based on prices 
at the end of the third week of July, was 
selling to yield about 13 per cent. There 
is nothing on the surface to indicate that 
this dividend rate is in any immediate dan- 
ger, but the future of the copper producers 
is not all plain sailing by any means. The 
policy of the Government in fixing prices, 
and the trend of wages and the cost of ma- 
terials will continue to dominate the situa- 
tion. 

When the price of copper was fixed at 
23% cents in 1917 the level was brought 
down from the open market prices then pre- 
vailing. For instance, Granby’s average 
selling price in the 1917 fiscal year was 
over 27 cents. Wages were not so regulated 
by the Government, and the inevitable re- 
sult was the narrowing of the profit margin. 
Conditions in Canada in this regard were 
no different than those in the United States. 
The 23% cent selling price was effective 
until May 31, 1918. At that date the War 
Industries Board continued that price for 
75 days beginning June 1, 1918, despite 
arguments of the copper producers for 
higher prices. The decision of the regulat- 
ing authorities caused plenty of dissatisfac- 
tion, and the air was filled with dire 
predictions as to the effect upon output. A 
month later the War Industries Board sud- 
denly recommended a selling price of 26 
cents a pound effective until August 15. 
1918. While this decision apparently rec- 
ognized the justice of the producers’ claims 
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of the necessity of a more liberal selling 
price to offset higher production costs, and 
also encouraged maximum output, it is to 
be noted that the period during which the 
price of 26 cents was to be effective was 
limited to 45 days. 

There is nothing to indicate what the 
future action of the Board will be, but on 
August 7 the question will once more be 
taken up. Copper producers are expected, 
in some quarters, to ask for a price of 27 
cents, and will probably use the same ar- 
guments of higher costs to make good their 
contentions. The increase of 25 per cent. 
in freight rates will be an additional factor 
on their side of the case. All of this has 
intimate connection with Granby’s earn- 


— Rating of Securities 


As far as the Granby 6 per cent. Con- 
vertible bonds are concerned there seems to 


be no reason to question their safety either 
as regards interest or principal. In pre- 
war years the company had no trouble in 
covering interest charges with sufficient 
margin to spare, and the property value 
back ef the issue certainly seems more than 
ample to ensure protection of principal. 

Conclusions as to the prolonged contin- 
uance of the $10 dividend rate are rather 
hard to form. So much depends upon the 
factors discussed above that predictions at 
present would have to be based upon prem- 
ises that might be upset without warning, 
or indication of change. There is, however, 
every reason why holders of copper shares 
should take particular pains to keep abreast 
of all developments affecting copper min- 
ing, so that they may be in a position to 
anticipate the trend of earnings over the 
next year, or so long as war conditions 
may last. 

















TO OUR NEWS-STAND SUBSCRIBERS 


The Government has ordered the newspapers to discontinue the practice of 
accepting unsold copies from newsdealers, giving free or sample copies, buying 
back papers at either wholesale or retail, etc. 

ile such regulations have not yet been applied to magazines, we feel 
it our duty and know our subscribers will recognize it as their duty to help the 
Government in every way possible to conserve paper, supplies and labor. 


We therefore URGENTLY request that those readers of THE MAGAZINE 


OF WALL STREET who buy their copies regularly at news-stands, co-operate 
with us in cutting down the number of returned copies by placing a standing 
order for the MAGAZINE, or a yearly subscription order, with their news- 
dealer. 

They will thus receive their copies as cheaply and more regularly than 
now, the newsdealer’s margins of profit will not be reduced through excess copies 
on hand, and important conservation work will have been accomplished. As 
we expect shortly to place THE MAGAZINE OF WALL STREET on a non- 
returnable basis, we trust our readers will see the necessity of following the 
suggestion we are making. 

IN ORDER TO BE SURE OF YOUR BI-WEEKLY COPY OF THE MAGA.- 
ZINE OF WALL STREET, MAKE THE FOLLOWING RESERVATION AND 
HAND IT TO YOUR NEWSDEALER AT ONCE: 





TO NEWS AGENT 
~ Reserve { a copy of each issue of THE MAGAZINE OF WALL STREET at 25c. 


Deliver ( Per COPy- 


























Mining Notes 
These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or seil. 


AHMEEK—Production—Copper output 
for June is expected to be close to 5,525,000 
pounds. This will bring total production for 
first six months of this year up to 14,199,353 
pou, practically on par with same period 
in 3 


ALASKA BRITISH COLUMBIA 
METALS—High Grade Ore—Extractions 
of high grades are being made. Work is ex- 
pected to be laid out for increasing capacity 
of mill, install water power, diamond drilling 
and systematic operation of property. Ore 
body exploited to date shows more than 500,- 
000 tons of milling ore which should net about 
$4 a ton above cost of operations. 


ALASKA GOLD MINES—Purchase— 
Otisse property in Matachewan gold area, and 
comprising two claims, together with Robb 
claim adjoining (40 acres) have been sold 
for $1,340,000 to Alaska. 


ANACONDA COPPER—Uncovers Ore 
Body—Ore body opened in Tropic Mine 
shows width of eight feet; 75 tons hoisted 
ran 2.75% copper and 5.9 ozs. silver. 


BUTTE & SUPERIOR—Firm on Liqui- 
dation—Shares have been firming up 
recently on realization that stock has been 
well liquidated. High spelter prices now in 
force should mean better earnings over rest 
of year. In early days of war the abnormal 
boom in industry, brought about by high spel- 
ter prices, was followed by a big depression. 
Then came Minerals Separation (Ltd.) litiga- 
tion, labor troubles and freight congestion. 
Under decision handed down two months ago 
by United States Circuit Court of Appeals at 
San Francisco mining company is no longer 
obligated to pay its earnings into court, pend- 
ing final outcome of litigation in United States 
Supreme Court. But it is not expected that 
dividends will be resumed on shares for some 
time to come. An accounting will be neces- 
sary in order to determine the exact amount 
due Minerais Separation up to January, 1917, 
for infringing that company’s so-called flota- 
tion patents. 


CALUMET & ARIZONA—Production— 
Was 4,232,000 pounds of copper in June com- 
pared with 4,768,000 pounds in May. For 
year past production has been running at rate 
of about 54,000,000 pounds annually, which 
compares with high record of 70,702,028 
pounds in 1916. Falling off has been due to 
shortage and decreased efficiency of labor, but 
more largely because no considerable bodies 
of high grade ore have been opened up for 
some years past. Policy has been adopted 
since new smelter went into commission of 
treating ——~ tonnage of low grade ores 
than formerly. 








CHAMPION COPPER—Dividends 
Since 1915—Directors have declared a divi- 
dend of $6.40 per share—making $148.74 since 
Feb. 21, 1915, when payments were resumed, 
following suspension from October 15, 1913. 
Previous dividend, $6.40, was paid Jan. 7. 


CHILE COPPER—Production—In June 
the copper production amounted to 9,280,000 
Ibs. This compares with 7,506,000 Ibs. in May, 
7,770,000 Ibs. in April, 10,192,000 Ibs. in March 
and 6,326,512 Ibs. in February. In June of 
last year the company produced 6,114,000 Ibs., 
and in the same month of 1916 the output was 
3,610,000 Ibs. 


DAVIS-DALY — Operations — Hoistings 
in June at Colorado mine were 6,171 dry tons, 
producing 632,120 pounds of copper and 30,- 

ounces of silver. For past ten days 
Colorado mine again has been in high grade 
ore, shipping one car daily, netting from 
$3,000 to $4,000. Hibernia mine returns are 
not yet available, but it is estimated silver 
production in June will approximate 20,000 
ounces in addition to lead, zinc and gold out- 
put. 


GREAT NORTHERN ORE—Holdings 
—Are revalued at $74,170,608, compared with 
nominal valuation of $1,513,545 at which they 
were previously carried This revaluation 
was due to Federal tax law. Result in sur- 
plus account shows big increase, from $17,- 
566,956 in 1916 to $79,979,565 in 1917. 


GREENE CANANEA — Production — 
Was 4,100,000 pounds of copper, 143,500 
ounces of silver, and 1,100 ounces of gold in 
June, as compared with 3,210,000 pounds in 
the same month of previous year. 


ISLAND CREEK COAL—Production— 
In first quarter of 1918 produced 431,364 tons 
of coal, compared with 463,712 tons in same 
period of 1917, decrease of 50,348 tons or 
10.8%. April and May comparative gains in 
output cut this decrease to 19,996 tons. Lack 
of labor as well as car shortage are two fac- 
tors which continue to hamper production. 
Likely to show its $10 common stock dividend 
90% earned in half year to June 30. This is 
after setup for war taxes at rate of $75,000 
per month, or at same rate as in 1917 year. 


ISLE ROYAL COPPER—Production— 
For June showed record of 1,415,462 pounds 
of copper as against 1,395,242 in May, 10,013,- 
910 in April. 


KENNECOTT COPPER—Production— 
June, totaled 4,044,000 pounds, an increase of 
640,000 pounds over May. Braden, Kenne- 
cott’s South American subsidiary, turned out 
8,292,000 pounds, new high record. Braden’s 
production for first six months totaled 35,- 
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974,000 pounds, annual rate of 71,948,000 
pounds. With additional units of hydro-elec- 
tric plant installed and with no interruption 
to operations, Braden should turn out between 
85,000,000 and 90,000,000 pounds in 1918, com- 
pared with 63,346,000 in 1917. Alaska and 
South American output combined stands a 
good chance of approximating 152,000,000 
pounds, compared with 149,656,000 pounds 
in 1917. 


MASON VALLEY — Report — Net 
profit for 1917 operations of $358,278 
after charges for interest, depreciation, etc., 
aggregating $242,672. Total ore smelted 
was 294,958 tons, of which 114,273 tons was 
from its own property. Production of blister 
copper totaled 7,038 tons which contained 
1,036,636 ounces of gold, 46,258 ounces of sil- 
ver and 13,914,764 pounds of copper. Devel- 
opment work aggregating 2,949 feet was done 
during year. 


MINERALS SEPARATION —Litigation 
Problemn—Within a few weeks petition of 
Minerals Separation North American Cor- 
poration to United States Supreme Court for 
a writ of certiorari in Butte & Superior Min- 
ing Co. litigation will be presented. Since its 
formation several years agu, Minerals Separa- 
tion North American Corporation has been 
controlled in Great Britain by Minerals Separa- 
tion, Ltd. The corporation took over busi- 
ness and assets of what had up to that time 
heen handled by Minerals Separation syndicate. 
Representatives of syndicate in this country, 
for a while were Beer, Sondheimer & Co., but 
these interests were separated and in payment 
for unexpired term of contract agreement be- 
tween them certain shares of minerals Separa- 
tion North American Corporation were to be 
turned over to Beer, Sondheimer & Co. En- 
tire arrangement was entered into with con- 
sent of British Government and shares were 
at once put into possession of the British trust 
officer with duties similar to those of alien 
property custodian in this countty. The trust 
officer in London holds shares in both syn- 
dicate now in process, of liquidation, and its 
successor American company. Fact that United 
States Government has seized business and 
property of Beer, Sondheimer & Co. in no 
way affects status of operation of Minerals 
Separation North American Corporation, ac- 
cording to its management. 


MOUNT BISCHOFF TIN — Report— 
For half-year ended Dec. 31, 1917, earnings 
of $60,695 and interest earned, $1,290, which 
gives a total available balance of $492,836. 
British monetary units being reduced to U. S 
Currency at standard ratio of $4.8665 to pound 
sterling; $29,199 was paid out in dividends, 
and deductions at rate of 15% were made for 
depreciation and for income taxes. Profit 
and loss surplus reduced to $410,169. New 
construction cost $12,156. Ore produced 53,- 
944 tons, 1,624 came from underground min- 
ing and remainder from eight different sur- 


face openings; 1,289 tons were discarded as 
waste, and remainder produced 219 tons of 
tin concentrates. Ore reserves amount to 
1,250,000 tons, averaging 0.301% ton. 


NIPISSING MINES — Production—In 
June silver was valued at $340,657, and shipped 
bullion and residue valued at $404,263, com- 
pared with May output of $338,447, and ship- 
ments of $581,625. 


NEW CORNELIA COPPER—Produc- 
tion—For June was 4,212,000 pounds of 
copper, as compared to 4,404,000 in May and 
3,728,000 in June. 


OLD DOMINION—Output—For June 
was 3,368,000 pounds against 3,965,000 pounds 
year ago. For six months ended June 30 was 
18,534,000 pounds, against 20,941,000 pounds 
for corresponding period year ago. 


TONOPAH MINING — Earnings—In- 
come for quarter ended May 31, 1918, was 
$324,218, as compared to 766 in same 
period in 1917. 


TENNESSEE COPPER—Report—Re- 
port for 1917 indicates gross profits of $1,- 
346,082. This total is reduced by interest and 
depreciation items to net profit of $911,150, 
which, added to surplus of $1,717,884, gives 
total of $2,629,034. From this there is de- 
ducted $733,030, as charge covering settlement 
of sundry claims and losses, leaving $1,895,403 
surplus. At smeltery 457,902 tons of its own 
ore yielded 10,547,708 pounds of fine copper, 
or 23,635 pounds per ton. Total cost per ton 
of ore treated was $3,433, equivalent to 14,902c. 
per pound of fine copper. Total tonnage of 
ore and fluxes smelted was 671,015 and of 
coke 37,798. Smelting cost was $1,631 per ton 
of ore, and converter cost was $0.00585 per 
pound of fine copper. Production of  sul- 
phuric acid for year was much the largest in 
history of company and amounted to 262,858 
tons of 60 degree acid, as compared with 
181,637 tons in previous year. 


UTAH COPPER—Wage Increase—In- 
crease of 50 cents day in wages has been an- 
nounced; 4,500 men are employed and prob- 
ably more than 4,000 will be affected, making 
approximate increase of more than $700,000 


year. Company is treating about 35,000 to 
40,000 tons of ore day, and leaching plant 
1,600 to 1,800 tons. 


WESTMORELAND COAL—Produc- 
tion—Was more than 4,000,000 tons year. 
Has 2,000 railroad cars and line of 9 barges 
that run in capacity from 2,800 tons to 2,600 
tons and some 1,600 tons. 


WOLVERINE COPPER — Output — 
Smallest monthly output for first half of 1918 
occurred in June with 336,455 pounds, against 
340,099 in May. 
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Why Underwood Typewriter Never 


(oes 


Back 


Its Steady Expansion, Growth and Credit—The Advantage 
of Specialization—Status and Prospects of Preferred 
and Common Stocks 





By VICTOR DE VILLIERS 





POPULAR typewriter, produced in 
quantity at a fair price and at a 
fair margin of profit, explains in 

™ a nutshell why the Underwood 
Typewriter Company has been a shining 
example of a successful corporation. 

A dozen years ago the typewriter field 
was practically dominated by the Union 
Typewriter Company, popularly called the 
“Typewriter Trust,” of which the present 
Remington Typewriter Company is the out- 


growth. The company then controlled such 
popular standard machines as the Reming- 
ton, Yost, Monarch and L. C. Smith. 

It did not take the Underwood Company 
very long to acquaint the business world 
with the sterling worth of the newcomer— 
the Underwood Typewriter—which, after a 


brief struggle for recognition “came 
through” on sheer merit. Users of this 
popular machine are legion at this time. 
Popular opinion, combined with an 
aggressive selling policy, has made the 
Underwood Typewriter Company what it is. 


Why Underwood Succeeds 


The Underwood Typewriter Company 
has a great advantage over its chief com- 
petitor, the Remington Typewriter Com- 
pany, from an earnings point of view and 
one that is likely to be held for some years. 

The Remington Company has expended 
a lot of energy in weaning users from 
obsolete machines and weeding out the dead 
wood from a heritage bequeathed to it by 
its predecessor, the Union Typewriter Com- 
pany. We refer to Remington’s legacy of 
such machines as the Densmore, Monarch, 
Caligraph and Yost, models that are 
languishing in popular esteem, and are 
consequently “white elephants” because 


they have not only been unprofitable to 
supply, exchange or produce, but an actual 
burden upon the resources of the Reming- 
ton Company. 


The Ford Idea 


The Underwood Typewriter Company, 
dealing with one class of machine, the 
Underwood—a successful one—has only 
had to keep on producing successive models 
of the same machine. Each new model has 
merely caused greater demand, while old 
models purchased or taken in exchange 
always enjoy a broad market in conse- 
quence of the ease in “rebuilding” and re- 
pairing brought about by standardizing of 
vital parts, together with concentration on 
these models only. In a word, the Under- 
wood Typewriter Company has followed 
along the successful trail blazed by such 
pioneers of standardization as Ford or 
Ingersoll, who have specialized in a good 
thing and stoed by it unfalteringly to the 
end. Judging by Underwood-Ford-Inger- 
soll standards, there ig no great secret to 
business success. 

The Underwood Typewriter Company of 
today took over a corporation of the same 
name in 1910, which had already absorbed 
the original Underwood Typewriter Manu- 
facturing Company. founded by John T. 
Underwood, who still is president of the 
present company. The Wagner Typewriter 
Company was also absorbed in the early 
days of the parent company, but this ma- 
chine is obsolete and nothing but the good- 
will of this company has remained. Man- 
ufacturing and selling the Underwood 
typewriter as its principal line, the Under- 
wood company also does a considerable bus- 
iness in the manufacture and sale of book- 
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keeping machines, addendagraphs, type- 
writer supplies and accessories. It also 
derives an addjtional income from the sale, 
exchange, rebuilding and repairing of its 
older models. 

The manufacturing plant at Hartford, 
Conn., is being constantly expanded. Six 
acres of floor space were added last year, 
while the capacity of the whole plant has 
been increased by fifty per cent during the 
last two years. 

The steady and consistent growth of the 
company, which is apparent from an ex- 
amination of the balance sheets and in- 
come accounts from 1911 to date, is no 
less remarkable than the almost constantly 
increasing ratio of earnings and financial 
stability. 

As a corporate structure, Underwood is 
well balanced. Its authorized capital stock 
was originally $5,000,000 in 7 per cent 
cumulative preferred shares, and $9,000,- 
000 of common stock, each having a par 
value of $100, and $3,900,000 of the pre- 
ferred and $8,600,000 of the common 
stock is now outstanding. The reduction 
in the outstanding preferred stock has been 
going on for some years through sinking 
fund provisions requiring $100,000 per 
annum to be used for the purpose. 

There is no funded debt. The high 
credit of the company enabled it to finance 
loans, notes and accounts payable in 1915 
to the tune of $1,643,143 without creating 
a bond issue. Since then, notes payable to 
the extent of $900,000 have been entirely 
liquidated, while accounts payable stood at 
$769,249 at the end of last year, a merely 
nominal increase over the 1915 figures. 


Income Derived and Dividends Paid 


During the eight-year period, 1910 to 
1917, inclusive, the company earned on the 
average $1,575,791 annually in net profits 
available for dividends on both classes of 
stock. This was equivalent to 33.35 per 
cent on the average amount of preferred 
stock outstanding, compared with dividend 
requirements of 7 per cent. After allowing 
for the 7 per cent preferred dividend out 
of the entire profits, the balance remaining 
available for dividends on the common 
stock averaged 14.69 per cent annually, 
compared with an average of about 4 per 
cent actually paid. The table shows the 
exact ratio, year by year. 


It will be noted that there has been no 
diminution in earning power except in the 
year 1914, due to the interruption in 
foreign business caused by the war. In- 
creased domestic and war business since 
then have more than compensated the com- 
pany for this slight set-back. Operating 
profits during the period have shown a re- 
markable increase from $1,007,824 in 1910 
to $3,162,226 in 1917, while the annual 
surplus carried forward has jumped from 
$745,324 to $1,208,316 in 1917. The 
surplus carried forward each year has 
nearly always shown some improvement 
over the preceding year, so that from around 
$1,000,000 total surplus has grown since 
1911 to $6,525,019. 

As an exhibit in support of our belief 








UNDERWOOD TYPEWRITER’S EARNINGS 
AND DIVIDENDS 


Preferred Stock Common Stock 
Jo Jo Jo Jo 

Earned Paid Earned Paid 
20.16 5% 8.77 aa 


*Regular div. 6% and special div. of 5%. 








that Underwood is a growing concern with 
promising future, the balance sheets cover- 
ing the period 1911-1917 afford additional 
proof. 

Working Capital 

Compared with working capital of $4,- 
139,364 in 1911, representing 33 per cent 
of its entire capitalization, this vitally im- 
portant item has been well nurtured and 
buttressed until it stood at $7,973,660 at 
the end of 1917, or about 64 per cent of 
capitalization. In the same period, cash 
increased from $424,834 to $1,687,700; and 
in addition $1,324,229 in Government 
bonds and notes have since been accumu- 
lated in the treasury. 

Inventories have shown a conservative 
increase from $2,171,865 to $3,909,650, 
while notes and accounts payable show an 
appreciable reduction from year to year, 
and particularly during the last two years 
from $1,643,143 at the end of 1915, to 
$769,249 at the end of last year. 
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Many corporations have piled up inven- 
tories for materials bought at war prices, 
upon which a loss may be shown when 
prices are deflated with the coming of 
peace, while the peace demand for their 
product is uncertain; but the Underwood 
typewriter and accessories are articles 
which have a ready sale regardless of po- 
litical conditions, so that the company has 
little to worry about on this score. 

Current assets have increased from $4,- 
698,228 in 1911 to $10,794,655 at the end 
of last year. Such assets include but one 
item of problematical value, namely, good- 
will and patents carried at $7,995,720, un- 
changed in the past eight years. The value 
of a patent or the good-will of a business 
is not ordinarily capable of fine calculation, 
and such an item is sometimes disregarded 
by the critical analyst in arriving at a per- 
share valuation. In the case of the Under- 
wood Company, however, this item repre- 
senting about $10 a share applicable to the 
common stock is neither artificial nor 
theoretical. It represents the Underwood 
Typewriter, numerous patented devices, 


prestige, advertising, and a business which 
now has about 240 branch offices. The 
operating profits of $3,162,226 last year 
were derived from business prestige no less 
than the merchandising of lines of known 


worth. It is difficult to separate the in- 
tangible ingredients of a successful busi- 
ness of this character. It must be fairly 
assumed, in the case of the Underwood 
Company, that this value was arrived at 
after careful appraisal by competent judges. 
The results justify an extremely hopeful 
valuation, to say the least. 

Entirely eliminating the “patents and 
good-will” item, the net tangible assets ap- 
plicable to the common stock now amount 
to about $83 per share. If “good-will” is 
included, the book value of $93 a share for 
the common stock is not much below the 
average price at which the shares have sold 
during the past few years. 


The Current Position 


The company’s production resources are, 
and have been for some time, taxed to the 
limit of their capacity. Not only have 
Government demands been unusually 
heavy, but domestic business has grown at 
a rate hardly ever exceeded in the com- 


pany’s history. President Underwood did 
not give the actual figures when comment- 
ing on the last annual report, but it is un- 
stood that the total sales to customers and 
the Government for the 1917 fiscal year 
exceeded all records of previous years. Its 
labor and wages question, which caused 
some difficulty, has been satisfactorily set- 
tled, and an attractive profit-sharing plan 
for its employees is now in operation, which 
is expected to be mutually beneficial. 

The writer understands that the plant is 
running to capacity, and that in spite of 
the anticipated burden of higher taxes, the 
same satisfactory ratio of earnings will be 
shown for the ensuing year. During 1917 
the company reserved $500,000 for excess 
and other Federal taxes, a sum equal to 
6 per cent on the common stock. Obvi- 
ously, even if this reserve is doubled in 
1918 there should be no serious impairment 
to the safety of the regular 6 per cent divi- 
dend on the common stock, when the liberal 
margins of 1916 and 1917 earnings 
together with the company’s surplus are 
taken into consideration. 


The Outlook 


The Underwriter Typewriter Company 
is in a strong position to meet either Ameri- 
can or foreign competition. All its lines 
are well established and are “standards” 
in their class. The ability to earn a gen- 
erous return on its securities during peace 
or war has been proven, and although 
somewhat war-prosperous through Govern- 
ment needs, Underwood is essentially a 
peace industry, which makes good indiffer- 
ent to peace or war. 

Its securities are high grade, and the 
preferred issue deserves a particularly high 
rating. 

Both the common and preferred stocks 
have always conducted themselves market- 
wise as sedate investment stocks. The pre- 
ferred stock at 104, yielding about 6.7 per 
cent, is a sound investment, even if the 
yield is somewhat out of line with prevail- 
ing money conditions. The common stock 
at 105, yielding 5.7 per cent, is being pur- 
chased by investors who believe that the 
dividend will one day be increased sub- 
stantially. For the simon-pure investor it 
should be attractive whenever it declines 
sharply in sympathy with depressed 
markets. 
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BETHLEHEM SHIPBUILDING— 
Planning Shipyard—Plans construction of 
Government owned shipyard on Atlantic 
coast. Plant will duplicate that now being 
constructed at Alameda, Cal., and will cost 
approximately $20,000, Site near Balti- 
more has been selected, subject to approval 
of United States Shipping, Board. Equipment 
will cost about $5,000,000 


BUTTERWORTH JUDSON—Dividend 
Expected—Before end of current year, 
dividends on preferred are expected. Pre- 
ferred has not paid dividends, as profits 
have gone into property. Newark property 
is running at capacity and company has con- 
tract for managing Government owned and 
financed plant in Georgia. This requires man- 
ufacture of 72,000,000 pounds of picric acid 
upon which profits of close to $6,000,000 have 
been estimated. New plant will cost about 
$8,000,000 and will belong to the Government. 
After allowances for 7 per cent on preferred 
last year’s earnings were $15 per share on 
common. 


CUDAHY PACKING—Note Offering— 
$10,000,000 five-year 7% sinking fund gold 
notes, dated July 15, 1918, due July 15 
1923, are offered at 98 and accrued interest, 
yielding about 734%. calling either in whole or 
in part for sinking fund at 101 and accrued in- 
terest. Interest payable without deduction for 
any Federal income tax, now or hereafter de- 
ductible at source, not in excess of 2%. Whiie 
any notes are outstanding, will not issue, 
guarantee or endorse other bonds, debentures, 
long-time notes or similar securities, except for 
acquisition of additional property and “pur- 
chase money” obligations. Agrees to maintain 
net quick assets equal to 200% of notes out- 
standing, and that during life of these notes 
total quick assets shall always be 1% times 
total current liabilities. Annual sinking fund 
of 15% of total notes issued. 


CURTISS AEROPLANE — Orders—Or- 
ders received for manufacture of “S. E. 5” 
single seater fighting plane Caproni bombing 
plane. Company has made quantity production 
for several weeks of Bristol battleplanes on 
order for 800. Officials state no information 
received that Government intends to abandon 
manufacture of Bristol plane. 


FEDERAL DYESTUFF—Plant Bid In 
—Properties consisting of large dye and muni- 
tions industry at Kingsport, Tenn., have been 
sold at public auction under receivership liti- 
gation. Bondholders bid in property at 
$1,000,000. Next move will be to clear off 
small mercantile creditors with claims aggre- 
gating $200,000. With those claims out of the 
way reorganization plan will be declared ef- 
fective. This will not take place for about 
three weeks. 
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GARY MOTOR—To Enlarge Plant— 
Plans completed for erection of addition to 
plant which will increase production to 1,500 
per year. Capital stock increased from $175,- 
000 to $1,000,000. Fiscal agents will under- 
write new stock issue. Most of additional 
stock will be placed locally among associates 
of present management in Indiana. New 
financial reorganization does not mean that 
there will be any change in the management. 


GLOBE-WERNICKE — Report — Net 
profits were $811,152 for year; $551,152 was 
added to surplus. Total assets were _ 
154, of which $325,869 was in Liberty Bonds. 
There had been an insistent demand for com- 
pany’s goods at rising prices. It is not ex- 
pected to be able to operate at more than two- 
thirds of capacity during coming year, owing 
to increasing difficulties of obtaining help and 
materials. 


McCRORY STORES—Report—Sales for 
first six months of the current year amounted 
to $4,062,027, against $3,357,413 for same period 
last year. 


PHILLIPS SHEET & TIN PLATE— 
Additions—Additions to manufacturing fa- 
cilities will comprise blast furnace with daily 
capacity of 600 tons of iron, 47 by-product 


‘coke ovens to furnish coke for new blast fur- 


nace and gas for tin mills, and by-product 
plant for manufacture of benzol. Contracts 
have been awarded. Within the next 12 
months additions will be completed. Greater 
portion of benzol plant production will be fur- 
nished to United Sates Government for man- 
ufacture of war materials. 


STANDARD AIRCRAFT—Capital In- 
crease—Certificate filed with Secretary of 
State of an increase in capital from $5,000,000 
to $10,000,000, in shares of $100 each. The 
amount actually issued was $4,350,00. There 
are 70,000 shares of 8% preferred stock and 
30,000 shares of common stock. 


STEEL & TUBE CO. OF AMERICA— 
Note Offering—$5,000,000 3-year 7% se- 
cured gold notes due July 1, 1921, at 97% 
and interest to net 7.80%. Authorized, $7,500,- 
000, outstanding $5,000,000. Convertible at par 
into 7% Series A, general mortgage sinking 
fund gold bonds due 1943. Callable in amounts 
of not less than $500,000 by lot, at 102% and 
interest on 30 days published notice. Interest 
payable without deduction for Federal normal 
income taxes now or hereafter deductible at 
source up to 4%. 


SYMINGTON-ANDERSON — Erecting 
Plant—Construction of $6,500,000 plant is 
expected to have daily mony of 10,000 shells, 
mostly of 155-mm. size. Plant will occupy 
about 50 acres on Belt Railway, which has been 
leased to Government. Contract has been 
awarded to Thompson-Starrett Co. Effort is 
to be made to complete plant in four months. 
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Market Study of General Motors 


Common 


Present Market Position of This Highly Interesting Stock. 





By THOS. L. SEXSMITH 





ENERAL MOTORS is not the 
first stock which has been known 
to lend at a premium, as this is a 
common occurrence and can hap- 
pen in any of the closely held stocks. 

The practice of placing a premium on 
General Motors stock for lending to short 
sellers overnight began last fall during the 
time that the stock was declining with a 
considerable degree of rapidity in conform- 
ity with the general downward trend of the 
whole market. Complaints appeared in the 
public press around that time, which were 
quoted as coming from insiders, to the effect 
that some one was “hammering” their stock 
in the market, and that some one, whoever 
he was, had better look out because they, 
the so-called “insiders,” had made up their 
minds that they would not stand it longer. 

But General Motors kept going down 
for a long time in spite of repeated warn- 
ings to the unnamed culprits. It never 
stopped going down until it was below 75, 
which price represented a decline of more 
than 70 points from the high made in Jan- 
uary, 1917. Of course, General Motors 
finally stopped going down and enjoyed the 
sharp rally which was somewhat overdue. 
It was not until the clever idea of imposing 
a stiff premium for overnight lending to 
shorts was brought into play that the stock 
really began to recover the ground lost in 
the long decline of 1917. Unfortunate 
short sellers in this stock were forced to 
pay the piper for their dancing, and they 
paid through the nose at that. 

There is no doubt that a great deal of 
the selling which came into General Motors 
late in September, October and November, 
1917, was of a rather poor variety. Surely 
these sellers were poorly informed as to the 
internal conditions of the company, because 


earnings at the time were highly satisfac- 
tory and showed a marked tendency toward 
expansion. War orders were pouring into 
the company in a huge volume, and pros- 
pects were never brighter. 

Inside Buying Began 

Insiders, no doubt, as well as many well 
informed outsiders, gladly took all the stock 
that was offered during the months of Sep- 
tember, October, November and December. 
It was during these months that the real 
foundation for the advance which followed 
was made. During this period there was a 
large turnover of stock, and as before stated, 
a good part of this activity meant a transfer 
of ownership to those who very likely knew 
what they were about. 

This accumulation completed, General 
Motors rose to above 140 early in February. 
After this sharp advance and the goodly 
volumes which came out around its top, a 
reaction was in order. This came in Feb- 
ruary and continued into March, but at its 
maximum depth the reaction did not extend 
half way down to the lows of November. 
After February there were three months of 
comparative inactivity in General Motors. 
It is a poor month, indeed, when this stock 
does not fluctuate 15 to 20 points, and a 
40 point range for a month is by no means 
impossible, as the movement during June 
of this year bears witness. 

The price range during March was 
slightly more than 15 points. That of 
April about 8, and May’s range was 12. 
The first part of June was reactionary, but 
immediately the trend turned upward and 
continued lively in that direction through- 
out the entire month. The work of March, 
April, May and early June was, without 
doubt, the secondary period of accumulation 
preparatory to the final grand advance of 
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this summer. The low point of the period 
of accumulation was 113%, the high point 
of the upward movement so far was 159 
the difference between these two extremes, 
exactly 45% points. It would appear at 
present that the movement planned during 
the spring has been accomplished. The fact 
that General Motors has already reacted 
10 points from its recent high is further 
evidence that the advance saw its top 
in July. While the stock may go higher, 
present market conditions do not favor this 
supposition, and even if it were to be ad- 
vanced into new territory to any great extent 
it would very likely undergo a further pre- 
paration before attempting a new upward 
movement. 

In an article published by THe Maca- 
ZINE OF WALL STREET earlier in the year 
the writer called attention to the fact that 
General Motors common, that is, the stock 
which is now being traded in, being com- 
paratively a newcomer on the Exchange, 
was at the time only partially distributed. 
It was explained in the article referred to 
that at the time of the listing of the present 
stock (which was given in exchange on a 
very liberal basis for the stock of the old 
General Motors Company, known to fame 
because of its having sold as high as 850 
during 1916) the market conditions were 
unfavorable to a thorough distribution of 
any new issue and in particular for the 
disposition of a motor security. At that 
time the general market had already started 
downward and had gxthered considerable 
momentum. Signs were not wanting at the 
time that the motor industry had pretty 
well caught up with the demand for pleas- 
ure cars, and a period of smaller earnings 
for motor builders was generally expected, 
particularly in financial quarters. There 
were, indeed, at the time, rumors that some 
of the larger manufacturers of cars were 
experiencing considerable difficulty in finan- 
necessary improvements and other 
requirements. As a result of these unfav- 
orable conditions only a small proportion 
of the new stock received by the larger hold- 
ers of the old common stock could be ad- 
vantageously disposed of in the open mar- 
ket. Whatever distribution did take place 
occurred around the price range between 
“125 amd 95 during the months of June, 
July, August and early September of 1917. 
The decline to 75 followed this selling. 


cing 


Stock Still Undistributed 


Even after the recent great rise in Gen- 
eral Motors it cannot be stated, from a 
purely technical study of the stock’s action 
in the market, that any large distribution 
has as yet taken place. The greater bulk 
of the common shares must still be in the 
hands of those who constitute a controlling 
interest. Undoubtedly, some good selling 
took place early in January and throughout 
the month of February. Some further sell- 
ing has taken place in the price range be- 
tween 140 and the recent high. The selling 
has not as yet reached a sufficient volume to 
indicate that any important change in the 
ownership of the stock has been effected. 
Present market conditions are not favorable 
to any extensive distribution, and, no doubt, 





"GENERAL MOTORS COMMON 
PRICE RANGE BY MONTHS 
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the above graph was drawn General Motors 
made a new high in July of 159 and on July 29 sold 
down to 141, 


efforts along such lines will have to be re- 
served for some time in the future when 
conditions may improve. The radical 
movements of this stock and its competitor 
for fluctuation honors, American Sumatra, 
attest to a keen desire on the part of some 
of the present holders of these two stocks 
to induce others to take a little stock off 
their hands around current prices. 

















SPECIAL PRIZE OFFER 


[Open to Everybody] 


For the best article written from a conservative investment viewpoint and specifically 
showing the investor (not speculator) how to best increase his principal and income at a 
minimum risk THE MAGAZINE OF WALL STREET offers as a prize a 


FIFTY DOLLAR LIBERTY 
BOND 


For the second best article we will pay 


TWENTY DOLLARS IN CASH 


Other articles received and suitable for publication will be paid for at our usual rates. 


Terms of the Contest: 


The contest will close September 15 at 6 P. M., and no manuscript received after that 
time will be considered. 

The contest is open to everyone except those connected with THE MAGAZINE OF 
WALL STREET. Articles must be of an investment not speculative character, and should 
not be over 2,000 words in length. 


, The awards will be announced and made within thirty days from the time the contest 
closes. 


The Editorial Staff will constiute the judges of the competition and will base their 
desisions on the following factors: 


1. - Excellence and accuracy of the ideas or plan submitted. 
2. Originality and ingenuity displayed in handling the subject. 
3. Forceful style and literary excellence of the contribution. 
Contestants should write on one side only of each sheet of paper. Manuscripts will 


be returned only at the request of the writer who must send sufficient postage to cover 
the expense of return. 


The purpose of this contest is to increase the interest in the general subject of invest- 
ments and to add to the general fund of information throughout the country on invest- 
ment topics. The winners of the contest will have the satisfaction of not only receiving 
the material rewards but also that of having been of real service to their fellow men. Do 
not put this idea in the back of your minds until it is forgotten but cut out this notice, 
place it before you on your desk and start to win the prize today. Address your contribu- 
tions to— 


LIBERTY BOND PRIZE CONTEST 
EDITOR 


THE MAGAZINE OF WALL STREET 
42 BROADWAY,.NEW YORK CITY 
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THE ANNALIST 40 BOND AVERAGES 


1913 1914 191 916 - 1917 
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STOCK MARKET AVERAGES 








1 25 RAILROADS 
§ 25 INDUSTRIALS 


2 
A coMenD AVERAGES OF 
25R.R. & 25 /NDUSTRIALS 


TO JULY 29 




















IMPORTANT DIVIDEND ANNOUNCEMENTS 
To Obtain a Dividend Directly from a Company the Stock Must Be Transferred into the 
Owner’s Name Before the Date of the Closing of the Company’s Books 





Ann. Last Books Ann. Last Books 
Rate Name Div'd Close Payable Rate Name Div’d Close Payable 
A 7% National Biscuit c... 1%% Q *Sept.30 Oct. 15 
$5 Am Bank Note p... Tie Q *Sept. 16 Oct. 1 7% Nat Cloak & Suit p 1\%% *Aug. 2 Sept. 1 
$3)0=6 Am Bank Note c... Tic Q *Aug. 1 Aug. 15 7% Nat'l En & Stamp p 1\% *Sept. Sept. 30 
7% Am Br Shoe & Fdy ¢ 1%% Q “Sept. 20 Sept. 30 6% Nat'l En & Stamp c 14% *Aug Aug. 30 
8% Am Br Shoe & Fdy p2 % Q “*Sept.20 Sept.30 16% New Jersey Zine... 4 % *July : Aug. 10 
.... Am Br Sh & Fdy px 1 % *Sept. : Sept. 30 4% Norfolk & Western pl % *July < Aug. 
5% Am Hide & Lthr p. 24% S ‘*Aug. Oct. 1 
.... Am H & Lthr p x..xx2 % *Aug. ¢ Oct. 1 P 
7% Amer Linseed p.... 1%% Q “Sept. Oct. 1 6% Yacific Gas & El 1 p 1%% 
Amer Sugar Ref p. 1%% Q “Sept. Oct. 6% Pac Gas & Ei orig p 14% 
Amer Sugar Ref c. 1%% Q ‘Sept. : Oct. 7% Pacific Mail 8S 8S p.. 1%% 
. Amer Sugar Ref c x %% *Sept. Oct. 3 6% Penmans Ltd ec 
Amer Sumatra Tob p 3%% S *Aug. Sept. 2.50 Phila Co old p.... $1.25 
Amer Utilities p.... 1 % Q “July : Aug. 6% Pitts & West Va p.. 1%% 
Am Wat Wks Elec p 1%% Q “Aug. Aug. $7 =©Pressed Steel Car p. $1.75 
Anaconda Copper .. $2.00 Q “July Aug. ; Pressed’ Steel Car c. $2.00 
Atch Top & San Fee 1%% Q ‘*Ang. | Sept. Procter & Gamble c.. 5 % 
Atl Ref &€& WISSp1K%% Q *Sept. Oct. ..-. Proc & Gamble ¢ x.c4 % 
B Pullman Co. %o 


Beth Steel £% p... 2 @°Q “Sept. 16 Oct. 
Beth Steel 7% p....1%% Q “Sept. 16 Oct. i% Quaker Oats ” *Aug. 
Beth Steel ¢ A..... 2%% Q “Sept. Oct. 
Beth Steel ¢ B 2%% Q *Sept.16 Oct. 
Borne-Scrymser & Co.$20.00 A. Sept. 1 Oct. 
© Burns Bros c *Aug. Aug. 


Cc 

7% Canada Cement p... 1%% Q “July 5 Aug. 
. Chie Gt Western p. 1 % *Ang. Aug. 
Cine NO & TP p. 1%% Q *Aug. Aug. 3 
Cities Service p.... %% M ‘*Aug. Sept. 
Cities Service p.... %% M *Aug. Sept. 

. Cities Service c ex..e \% *Aug. Sept. 
Columbia Gas & Elec 1 Q *July Aug. 


Ceo LLL 


*July : Aug 
*July 3 Aug 
*Aug. Sept. 
*Aug. [ Aug 
*Aug. Sept. 
*Aug. 1 Aug. ! 
*Aug. 6 Aug. ° 
*Aug. Sept. 
July Aug. 
July Aug. 
*July Aug. 


© ©0008 20060 


Reading Co. ‘ *Aug. 2 
Reading Co. *July 


St. Mary’s Min Land. $2 *July 
Sears, Roebuck c... 2 *July : 
Shattuck-Arizona ... 25e. *Sept. : 
Shattuck-Arizona x.dd25c, *Sept. : 
Sloss-Shef Steel & Ir ¢ 144% *Ang. 
Standard Milling c.. 1 % *Aug. 2 
- Standard Milling ¢ x.el % *Aug. * 
Standard Oil of Cal.. 2%% * Aug. 
E . Stand Oil of Cal x xx2%% *Aug. 
@ EKisenlohbr & Bros ¢. 1 % Q *Aug. Aug. 15 Stewart-Warner July ¢ 
G Superior Steel 1 p.... $2 *Aug. 
Gaston Wms W'more $1.00 Q *Aug. Aug. Superior Steel 2 p... $2 “Aug. 
Goodrich (B F) c....1 % Q *Aug. | Aug. - Swan & Finch x....2 % *Aug. 
Golf States Steel lp 1(%% Q *Sept. 1! Oct. a 
» Guif States Steel 2p 1%% Q “Sept. Oct. 
Tobaceo Vroducts c. .d144% *Aug. 
Hx 
Uv 


Hercules Powder p... 1%% Q Aug. Aug. 
7 Te 


Underwood Type p.. 1%¢ *Sept. 


‘ o 
I i% Underwood Type c.. 14% *Sept. 
, Hh Ce — *Aug. 5 Sept. '% United Drug 2 p.... 14% *Aug. 
. — os —_ 1%% Q — _ United Dyewood Cor p 1% % *Sept. 
Indiana Pipe Line ... $2~ Q “July Aug. 1 : U S Cast Ir P & F p 1(%% *Sept. 
. Indian Refining p x.m5\% *Sept. Sept. 1 .... Utah Apex Mining... 25c. *Oct. 


K . Utah Apex Min sp.dd25c. *Oct. 
Kerr Lake Mining... 25c. Q *Aug. Sept. 16 
Kings Co EL Lt & Pr. 2 &@Q “Aug. Sept. 3 


L 
Lehigh Coal & Nav... $1 Q "July . 31 $4 Washington Oil $4 A Nov. 20 


Louisvil Nash... 3 . 6% West Pac R R Corp p 1%% Q *Sept. 20 
oe 6 He 4% 6 “July - 2 Weym-Bruton e20 % *Sept. 16 
x 


Vv 
. Virg-Caro Chem c x.xx2 % *Sept. 


esee ‘Oo 
&% Woolworth (F W) c.. 2 %@ Q *Aug. 10 


Q *Aug. - 15 * Dividend payable to stockholders of record of this 
%Q *July . 15 date. 
*Jul x Extra dividend. 
% a = s a Paid in scrip. 
dd Capital distribution. 
e Paid in common stock. 
Nash Motors p *July 14 m On account of accumulated dividends. 
National Biscuit p... 1\%% Q *Aug. xx Payable in Liberty Loan Bonds, 
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Miami Copper 

Mont Lt Ht & P.... 2 

Mont L H & P Consol 1 
N 





